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SECTION I 
INTRODUCTION 


Introductory Remarks 


The Committee was initiated by the Ministry of Northern Development 


and Mines to review and make recommendations on: 


(1) the effectiveness and efficiency of the Ontario capital market 
in providing funds for the junior resource industry and to 
propose changes to make Ontario competitive with other juris- 


dictions, and 


(2) the investment climate for the junior resource industry, in 
terms of the cost of capital and return on investment in 
Ontario, reviewing (to the extent that time allows) tax and 


other incentives available elsewhere. 


E.G. Thompson, a past president of the Prospectors and Developers 
Association of Canada (PDA), and a long-time active participant in the 
mining and junior resource scene in Canada, was asked in mid-January to 
be chairman of the Committee and to select a number of knowledgeable and 
interested individuals from the legal, brokerage, junior mining, regula- 
tory and taxation communities to assist in the study. The Committee 
members are listed at the end of the introduction. They all donated 
their time and experience and provided invaluable assistance in the 
preparation of this report. Since all the members are involved in the 
day-to-day operations of their particular lines of business, the Commit- 


tee was able to tap an enormous amount of practical experience. 


The Committee met weekly and various sub-Committees met more 
frequently. The most active sub-Committee was the Securities Committee 


under the direction of R.A. Schiralli, Q.C. Early in the study, the 


Committee decided to prepare a draft of the proposed new securities 
policy rather than just make a set of recommendations. This decision was 


based on the following factors: 


(a) The request by the Ministry was to make practical recommenda- 
tions that could be implemented as soon as possible. From previous 
experience, the Committee believed that because of their busy schedule, 
the Ontario Securities Commission (the Commission) staff would be greatly 
assisted in their review of our recommendations if they were set out in 


policy form; 


(b) The Committee had an ideal cross~section of people, knowledge- 
able in all aspects of the business who we believe were ideally suited to 


propose workable policies; 


(c) The Committee was also knowledgeable in the competitive posi- 


tion of other jurisdictions; 


(d) The Committee was also concerned about the common problem of 
taking the recommendations of one group and having a different group 


translate their recommendations into policy. 


While the decision to prepare a draft policy necessitated substan- 
tial additional work and delayed the report by two months, the Committee 
believes that by drafting the policy, the time frame for consideration by 
the Commission would be very substantially reduced. In our opinion, the 
proposed policy is fair to all sectors involved, competitive with other 
jurisdictions, efficient and workable. In addition it now sets in 
writing a number of formerly unwritten guidelines used by the Commission 


Staite 


In addition to the junior mine financing policy, the chairman met 


from mid-January to mid-April with a broad spectrum of junior mining 


people, brokers, government officials, major company representatives and 
other interested parties to discuss and to solicit their advice on other 
issues that affect Ontario's competitive position. As reviewed in this 
report the principal items were (a) flow-through shares, (b) Ontario 
Mineral Exploration Program, (c) data base and mining regulations, (d) 
taxation Levels, Ce) .an Onna oachece Ownership Plan, (f) small grants to 


help finance new company formations and (g) development grants. 


As expected, a wide range of opinions were received on the various 
issues. The problems of junior companies are different than those of, 
major companies just as regulators, promoters, securities-dealers and 
Exchange member firms have different concerns. While the mandate of our 
Committee was to look at methods of improving the competitive position of 
the junior resource industry, the Committee was cognizant of the problems 
in the senior mining industry and also recognized the mandate of the 
Commission to protect the public in security matters. In general, 
because of the inter-related nature of our business, the policies that 
are favourable for the junior companies are just as favourable or better 
for the mining companies (e.g. flow-through shares that were originally 
instituted for the junior companies). Major mining companies like 
Noranda, Falconbridge, Placer and Teck all strongly support the idea of a 


strong junior sector of the mineral exploration and mining business. 


In addition to the personal meetings, a two stage questionnaire was 
sent out to 274 recent (1985) users of the Ontario Mineral Exploration 
Program (OMEP) and to 30 other companies (mainly majors) and individuals. 
The questionnaire sought comments on the usefulness of OMEP and how it 
might be improved, and on the possible action that the provincial govern- 
ment might take to improve conditions for junior mining and mining in 
general. In addition personal requests were made for input from numerous 


companies. 


The Committee wishes to acknowledge and thank all sectors of the 
mining industry, financing houses, stock exchanges, government agencies 
and regulatory bodies for the tremendous support and cooperation recei- 
ved. Their positive attitudes indicate that we have a reasonable oppor- 
tunity in Ontario to re-establish a risk capital market for junior mining 
companies and to implement policies so as to remain competitive in the 


world mining industry. 


Acknowledgements 


A study of this size and scope required the effort of many people 
in the mining industry and related industries. The Committee would like 
to acknowledge this general support and specifically the companies and 


individuals listed below. 


In 1985, the Centre for Resource Studies prepared an excellent 
study entitled "Effects of Location on Mine Development Potential, Nova 
Scotia's Competitive Position in Canada." The information is current and 
many of the conclusions are applicable to Ontario and with their permis- 


sion, a precis is included in Appendix I. 


Tax studies done by the Mineral Policy Section of Energy, Mines and 
Resources in Ottawa under the direction of Keith Brewer and by Bob 
Parsons of Price Waterhouse in Toronto were utilized in the section on 


competitive taxation. 


Dr. Vic Milne, Director of the Ontario Geological Survey, was 
helpful in discussion and drafted a section on the geoscience data base. 
Various directors of the Prospectors and Developers Association of Canada 


reviewed sections of the report and provided input. 


Data for the mining incentives study and the OMEP study was recei- 


ved from over 100 companies. Many people contributed ideas and/or 


6comments on drafts of various sections including Dr. Lionel Kilborn, 
Alan Coope, Dr. Terry Podolosky, Michael Gray, Don Ross, Dave Rogers, 
John McAdam, Fenton Scott, Dutch Van Tassell, Henrik Thalenhorst, Dave 
Hutton, Hugh Cleland, Ron Campbell, Jack Patterson, Peter McCarter, 
Marvin Singer, John Morganti and Bruce McDonald. The staff at William 


Hill Mining Consultants Limited provided secretarial and other services. 


The Chairman travelled to Vancouver and met for three days with 
representatives of the Vancouver Stock Exchange, the Superintendent of 
Brokers, the B.C. and Yukon Chamber of Mines, and the brokerage, mining 
and legal fraternities in order to learn the current status of mining 
financing in Vancouver and the reason for their success. He was cordi- 


ally received and information was made readily available. 


The Chairman also met with representatives of the Government of 
Quebec to review and discuss their incentives. Again the cooperation was 


complete. 


The Securities Sub-Committee under the chairmanship of 
R.A. Schiralli, Q.C. and composed of Messrs. R. Hogarth, E. Thompson, 
W.S. Vaughan, K. Wiener and B. Young met several evenings per week over 3 
moOnthS,~ co.p draft ya ' mew! policy. Rea. Goecnata kia O2Ganriof “the erirn 
Armstrong, Schiralli and Dunne, did most of the drafting with able legal 
assistance from W.S. Vaughan and K. Wiener. In addition the legal firms 
of Aird & Berlis and Smith, Lyons, Torrance Stevenson & Mayer reviewed 


the document and prepared comments which were most appreciated. 


Committee member Charles Salter, Vice-Chairman of Ontario Securi- 
ties Commission, advises that while he supports many of our junior mining 
policy recommendations, decisions on a new policy will be made by the 
full Commission following public meetings to review the Committee's 
recommendations. Further, Mr. Salter notes that some of our recommenda- 


tions in Section II comment on certain social and other policies, noting 


that they contribute to the mining industry's cost burdens. Mr. Salter 
disassociates himself from these questions .so far as they relate to 


policies of the Ontario government. 


Mr. Wiener participated as a member of the Committee in his per- 
sonal capacity. The Board of Governors of The Toronto Stock Exchange has 


not considered the Report of the Committee. 


Committee member Barry Dent of Clarkson Gordon prepared the infor- 
mation on flow-through shares and the summary of mining income in Canada 
and the section on Ontario Taxes. Steve Vaughan prepared the 20 year 


review of Ontario Policies affecting junior resource companies. 


The Committee wishes to thank the Minister for his interest and 
support. The Chairman met on numerous occasions with the Deputy Minister 
George Tough and Assistant Deputy Minister Dennis Tieman and he would 
like to also acknowledge their assistance and keen support. We believe 
that by working together a stronger and more competitive mining industry 


can be achieved in Ontario which will benefit all Canadians. 


Part of the Chairman's time and expenses were funded by the Minis- 
try of Northern Development and Mines. Israel» Lyons) -Sentor™ Podiecy 
Advisor from the Ministry of Northern Development and Mines, ably acted 


as Secretary of the Committee. 


Terms of Reference 


The terms of reference as outlined to the Committee on January 23, 


1986 are given below. 


"The Junior Mining Industry has been a major factor in the develop- 
ment of Ontario's mineral wealth. The Government of Ontario believes 


that junior mining should play an even greater role than in the past, and 


that it will do so if provided with the necessary support and appropriate 
institutional framework. The Government of Ontario also recognizes, that 
the competition for mineral sector investment is intense. hes 
determined that the environment for junior mining companies involved in 
exploration and development in Ontario will be competitive with other 


jurisdictions. 


"The Study Group under the chairmanship of Ed Thompson will look at 
two aspects of the investment environment for junior mining. 

"First, it will examine the effectiveness and efficiency of the 
Ontario capital market in providing funds to junior mining. It will 
review trends in financing arranged in Ontario for Ontario Junior Mining 
activities, and the extent to which markets in other jurisdictions are 
providing capital to Ontario's junior miners, and consider the reasons 
for these trends and their implications. It will also consider new 
initiatives within The Toronto Stock Exchange and the Ontario Securities 


Commission including the recently announced COATS system. 


"The Study Group will propose changes in the Ontario system, as 
they are indicated by the review of the past and current situation. In 
so doing, it will draw upon earlier studies of the issue and consult 
intensively with the spectrum of companies and individuals involved - as 
seekers of capital, as members of the trading institutions, as legal and 
financial professionals, and as regulators in the capital - raising 


process. 


"In its investigations, the study group will give careful consid- 
eration to the question of balance between the need for easy access to 
capital on the part of the industry and the need for a prudent degree of 


investor protection. 


"The second issue to which the Study Group will give attention is 
the investment climate for junior mining, in terms of the cost of capital 
and return on investment in Ontario. The Group will review tax and other 
incentive frameworks elsewhere in Canada (and elsewhere in North America, 
to the extent possible in a 3 month time-frame), and compare these to the 
situation in Ontario. To the extent that Ontario appears to be less than 
competitive, the Group will recommend specific changes to the Ontario 


system." 


In later discussions with the Ministry, the Committee was asked to_ 
also consider and make recommendations on several other areas that affect 


Ontario's competitive position. Specifically, these subjects included: 


(a) the role of the Ontario Geological Survey and the provinces geo- 


science data base; 


(b) the Ontario Mineral Exploration Program (OMEP); 


(c) the proposed Ontario Share Ownership Plan (OSOP); 


(d) the tax environment on the mining industry in Ontario; and 


(e) the overall cost structure affecting mining. 


Report Structure 


This report is divided into two volumes. Volume One addresses the 
Ontario capital market for junior mining. Volume Two addresses the 
investment climate, cost structure and geoscience data base for junior 
mining in Ontario. Each volume has a common introductory section, a 
summary of its own recommendations, and an appendix summarizing the other 


volume. 
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SECTION IL 
THE SUMMARY AND RECOMMENDATIONS OF VOLUME TWO 


The Factors Affecting Ontario's Competitive Position 


Ontario's mining industry competes on a worldwide basis; therefore, an 
examination of Ontario's competitive position becomes a large and complex 
undertaking. Many factors must be considered, including the following: 
(i) The geological environment which dictates the type of deposits; 


(ii) The data base which provides basic technical information; 


(iii) The income tax structure which can encourage, discourage or be 


neutral; 


(iv) Non-profit taxes; 


(v) Availability of risk capital and markets to mobilize funds; 


(vi) Availability of technical staff, labour and related incentives or 


disincentives for staff and labour to be productive; 


(vii) The cost structure of labour. Canadian labour costs are usually 


10-20 times labour costs of Third World countries; 
(viii)Availability of infrastructure and assistance to put a mine in 
place. This factor is important in Canada with large distances to 


cover and remote areas; 


(ix) Environmental regulations and the cost of their implementation; 


= $10) S 


(x) Social costs such as Unemployment Insurance, Workers' Compensation, 


Medical and other non-profit costs; 


(xi) Wage levels of government and quasi-government agencies such as 
Hydro, Bell, CN, etc. which in recent years have put upward pres- 


sure on industry wage rates; and 


(xii) The relationship of the Canadian dollar to the U.S. dollar (in 
which most commodities are priced). Third World and Communist 
countries devalue their currencies to maintain a competitive. 


position. 


Many conflicts develop. For example, a weak currency helps ex- 
porting industries but makes the costs of imported items more expensive. 
Construction industries and government agencies such as Hydro which do 
not compete on a world scale, often lead wage increases. This adds to 


the cost base of companies and often makes them uncompetitive. 


The Committee has made a number of broad recommendations on the 
economic position as well as numerous specific technical recommendations. 
Some of these are beyond the Ontario Government's scope and require 
Federal approval. Some will conflict to some extent with other areas 
such as social plans, environmental rules and regulations, security and 
other regulatory requirements and available funding. As stated earlier, 
the competitive position is determined by dozens of different factors and 
the more items improved, the stronger the industry will be. All sectors 
(business, government and labour) must work together if we want to 


maintain our position in this worldwide important industry. 


General Recommendations 


These recommendations include a broad spectrum of items which 
affect the overall competitive position of the mining industry. Any and 
all factors which will keep costs competitive with other mining juris- 


dictions will help all Canadian exporting industries. 


(i) Wage costs are the largest single item for most mining operations 
and will range from 30% to 70% of total operating costs. Canadian 
wage rates are generally higher by a factor of 10 to 20 times above_ 
most of our mining competitors in Third World countries. If Canada 
is to maintain a viable mining industry, labour, industry and 
government must work together to keep our costs to a minimum. 
Inevitable economic forces, as are taking place in the Wain Waly 
require innovative compensation packages to fully employ our labour 


force. 


(ii) Some social legislation adds to industry costs. Every time a well 
meaning piece of legislation adds regulations and costs, the 


industry becomes less competitive. 


(iii) Environmental regulations may cause uncertainty, delays and extra 
costs for industry. The people in the industry live in the areas 
affected and both appreciate and support the need for sensible 
regulations to protect Ontario's environment. The regulators need 
to live in northern mining regions as well and have the knowledge 
and the authority to quickly suggest alternate approaches when 


environmental problems arise so that costly delays can be avoided. 


(iv) The high costs associated with living in remote communities would 
be lowered by implementing a number of the recommendations of the 


Rosehart Report on Resource Dependent Communities in Northern 


Ontario, May 1986. This would undoubtedly help to make our nor- 


thern industries more competitive. 


(v) With regard to the proposed Ontario Mining Act that has been under 
review for the last 17 years, we recommend that it be implemented 


as soon as possible. 


(vi) The Ministry should set up a small development project group to 
expedite new mining projects through the regulatory maze. 

(vii) The Committee is in general agreement with the mining industry's 
recommendations for the multiple use of park lands (e.g. the 
Temagami Copper Mines on Lake Temagami) and the industry's concern 
over land withdrawals and uncertainty caused by Indian land caut- 


ions. However these two areas were not reviewed by the Committee. 


Ontario Geological Survey and Geoscience Data Base 


The Committee would like to emphasize the importance of a good 
geoscience data base to assist in resource exploration and development. 
A large number of specific recommendations covering this very important 
section of the mining industry are listed in the appropriate sections and 


are summarized below. 


(i) The Ontario Geological Survey operating budget at least needs to 
keep pace with inflation. In recent years, very important field 


mapping operations have been curtailed. 


(ii) In consultation with industry, a priority list of areas to be 
geologically mapped at 1:20,000 and 1:100,000 should be prepared. 

\ 
More staff. and funding are required so that the program can be 


completed within ten years. 
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(iii) For Resident Geologists' offices, a priority list of areas re- 


(iv) 


(v) 


(vi) 


quiring data compilation should also be drawn up and budgeted for 


completion in three years. 


The roles of the Ontario Geological Survey and the Resident Geolo- 


gists should be defined to eliminate duplication. 


The existing Technical Liaison Committee should be given a more 
active role in advising the Ontario Geological Survey and the 
Ministry on government programs, exploration incentives and tech-_ 


nical matters. 


Research programs on geophysical and geochemical methods should be 
re-oriented because they essentially are duplicating industry's 
efforts. Emphasis should be directed to carrying out regional 


programs to provide a geoscience data base. 


Taxation 


(i) 


(ii) 


Capital Gains Taxes: The Committee believes that an Ontario 
capital gains tax would discourage the raising of risk capital and 
diminish flow-through share financings. Without appropriate 
financing, the junior mining sector will not produce taxable 
profits, thereby reducing the province's income through taxation. 
The spectre of such a tax also discourages promoters from returning 


to Ontario. 


Ontario Mining Taxes: In order for the operator to recover his 
capital investment before cash flow is used to pay taxes, the 
Committee recommends that processing assets for new mines be 


eligible for accelerated depreciation as a tax deduction. 


Citi) 


(iv) 


(v) 


(vi) 


(vii) 


Ontario Corporate Income Taxes: The Committee recommends that 
Ontario consider changing its corporate income tax rules for mining 
to the resource allowance/earned depletion system that is in place 


in all other Canadian jurisdictions. 


Increased Flow-Through Depletion for Exploration Costs: Despite 
the strong first place showing in the survey on incentives and the 
assessment by the Committee that this approach is technically the 
most efficient, the Committee has decided that sufficient funding 
is presently available and that an increase in the depletion credit. 


is not necessary at this time. 


Flow-Through Depletion for Development Costs: The Committee 
recommends that Ontario and Quebec jointly request the federal tax 
authorities to permit a flow-through depletion allowance for 
development costs against non-resource income, similar to that 


which is allowed for exploration costs. 


Income Debentures: While this item is also a federal responsi- 
bility, the Committee recommends that the province make repre- 
sentation to Ottawa for an after-tax type of financing vehicle for 


new investments in projects, plant and equipment. (Class 28) 


Non-Profit Taxes: Governments are advised to carefully monitor and 
limit all types of non-profit taxes because collectively they 


impose a major burden on all industries. 


Ontario Mineral Exploration Program (OMEP ) 


(i) 


A number of recommendations are made for OMEP. These include: 


Make OMEP grants available only to companies with gross income of 


under $10 million; 


Ske 


(ii) Increase the number of permitted programs per company from one to 


two and permit amendments to programs as they evolve; 


(iii) Recommendations for speeding up the processing and the pay-out 


processes; 


(iv) Recommendations for improved working relationships with industry; 


(v) Increase the size of the budget by 1002; 


(vi) Amend the program so that the grants can either go to the company 


or the investors; and 


(vii) Request the federal government to amend the rules that reduce the 


federal exploration write-off by the amount of the grant. 


Ontario Share Ownership Plan (OSOP) 


Several recommendations have been made for OSOP if and when che 


government institutes such a plan. They are: 
(4) Include junior companies in OSOP and provide the highest incentives 
for the smaller companies because they have the most difficulty in 


raising risk capital. 


(ii) Make the incentive available only to companies with Ontario pro- 


jects and to non flow-through shares. 


(iii) Provide a grant of one-third of the start-up cost for new com- 


panies, up to a total grant of $50,000. 
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Ontario Mine Development Fund 


Over the past few years Quebec has successfully used development 
grants to push marginal projects into production. Their approach has 
been to provide up to 18% of the cost of a major item (shaft or mill) as 
a grant. They claim that because 802 of the funds are spent locally, 
that they make a profit on their investment within the first year and 


have the added benefit of long term jobs and taxes from the project. 


Recently Quebec has been considering moving away from grants to 4a. 
flow-through share system for development expenditures. Ontario should 
consider both possibilities but because of the absence of a separate tax 


collection system, the grant process would be the easiest to implement. 
An option the Ministry has, is to set up a special fund (possibly 


$25 million) for new mine development and use it to move along new 


projects by paying up to 18% of certain development and/or capital costs. 
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SECTION LLL 
THE COMPETITIVE POSITION OF ONTARIO 


General Overview 


A complete study of the competitive position of Ontario in the 
mining business would be a very large and complex report. The minerals 
business is truly a world-wide market in which prices are relatively 
uniform. However, production costs differ from country to country due to 
many factors such as labour costs, accessibility to market, availability_ 


of technology, and so on. 


In our review, we concentrated our comparisons among the various 
jurisdictions across Canada with the main emphasis on Quebec who has been 
the leader in providing assistance to the minerals industry. A few 
comparisons with other countries have been included. The Energy and 
Mines Resources Branch in Ottawa is preparing a detailed report on 
International Taxation levels so this area was not reviewed. Previous 
studies have shown that Canada is generally in the middle group of 
countries with an effective tax rate in the low 50% range. We do not 
compare well with such states as Nevada with a 272% level or with 
Australia with no taxes on gold production, but generally, taxation in 


most Canadian jurisdictions is not too unfavourable. 


However, on wage costs, no detailed studies or computer modelling 
is required to show the tremendous ¢competitive advantage held by all 
Third World countries. Their wage rates are usually lower by a factor of 
10 to 20 times (i.e. $6 - $10 per day in Third World countries vs. $130 - 
$160 per day in Canada). Wage rates generally comprise approximately 65% 
of the total underground costs and 50% of the open pit operating costs = 
putting Canada at a competitive disadvantage. In addition, our environ- 


mental and social legislation add to this burden. 
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It has been obvious to anyone who has recently studied the interna- 
tional mining environment over the past decade that if Canada were to 
continue to maintain a viable mining industry we would require all levels 
of government, labour and industry to work together and keep costs at a 


minimum. 


We must move away from the confrontation approach. Corporations 
need to take a more open attitude with employees and they need to educate 
them on economic matters. The days of posting a notice that 500 or 1000 
people will be laid off work at a certain date are no longer acceptable._ 
There needs to be discussions between labour, business and government to 


determine possible courses of action. 


Employee understanding of mining economics also requires changing. 
Employees need to become more aware that we are all living in a competi- 
tive market place and that labour costs are often the largest component 
of the total costs. The position of some union groups that their members 
would rather be unemployed than accept a "low" wage increase, around 5% 
for example, should surely be questioned. Certain sectors of the economy 
such as mining which must compete worldwide, will have to develop innova- 
tive labour compensation packages in order to survive. In the U.S. many 
of the copper operations are in the process of rolling back wages by up 
to 40% because the strong U.S. dollar has made most U.S. mines uneco- 
nomical. Although the Canadian dollar is approximately 40% lower than 
the U.S. dollar, our industry is having trouble competing with Third 
World countries who keep devaluing their currencies and have labour costs 


NOP CorZOMtamess tower Ghan Canadtan rates. 


An example of the competitive problems facing mining in Canada 
becomes evident by looking at the production statistics for several 
metals. We selected copper, gold and silver, but other metals would 
illustrate similar distributions. Not only are many of the mines in the 


Third World of a better grade then Canadian mines, they also have the 


double advantage of depreciating currencies, and low labour rates. Also, 
they often have the questionable advantage of being government-owned and 


remain operating regardless of profit or loss. 


Looking at copper, of the Free World's top eleven copper producers, 
only the U.S. and Australia have firm currencies and high wage rates. In 


addition, many communist countries sell copper onto world markets. 


For gold, Canadian production at 6.1%, is small compared to South 
Africa with 45.8% and the U.S.S.R. with 18.62. Only the U-S. with )5.02_ 
have the same problems as Canada and most of their operations are low 


cost open pit mining in Nevada with a maximum tax rate of 272. 


The same picture is seen for silver, with Mexico and Peru being the 


two largest producers. 


Free World Copper Mine Production (000 st.) 1985 


Chile 1,425 20.02% 
UsS. 22 ee): 
Canada 1/5 10.8 
Zambia 580 San 
Zaire 535 hed 
Peru 420 >. 
Philippines 250 Sie) 
Australia 300 4.2 : 
South Africa 225 Oi 
Mexico 200 250. 
Papua New Guinea 180 2D 
Total Free World /e6> mee LO GRO 
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World Gold Production in 1985 (in thousands of troy ounces) 


South Africa 2s 069 45.82 
U, Seo sR 8,830 18.6 
Canada 2,884 Ball 
U.S. LOWED 50, 
China 2 1e7 0 4.6 
Brazil 1,465 Sie 
Total 4752056: 4100.0 


Free World Silver Production (in millions of troy ounces) 


Mexico 70 
Peru 58 
Canada 43 
UES. 40 
Australia 34 
Others Ou 
Total O32 


It should be stressed that it is not only high wage rates in the 
mining industry that can make our products uncompetitive. These rates 
are pushed up by the relatively high salaries of government and quasi 
government agencies such as Hydro, CN, and Bell. High social costs 
(Unemployment Insurance, Workers' Compensation, Medical, etc.) add 


another 40% to the high wage costs. 
Various levels of regulatory agencies add to the time and costs of 


industry. If a permit is held up for some reason or other, or if an 


operation is forced to hire a certain number of minority groups, or if 
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unrealistic environmental regulations are imposed, our industry becomes 
less competitive, less likely to make a profit, and less likely to 


survive. 


No one is advocating the rape, ruin and run approach. However we 
desperately need a practical and cooperative approach by all the regula- 
tory authorities. These people need the experience and the authority to 
make quick decisions and to be able to say, you can't do it that way but 
you can do it this way; and they must be able to work along with industry 


to make it happen. 


Positive items for the Canadian mining industry include (a) favour- 
able geology, (b) a good data base (c) good technical staff (d) a reli- 
able transportation system (e) usually good government support (f) 
proximity to the U.S. markets, (g) excellent risk capital markets in 
Vancouver and (h) presently a favourable tax system for exploration and a 


reasonable tax level for mining. 


Provincial Comparisons 


The three tax studies show the different tax levels between the 
various provinces and the Nova Scotia study also compares wage rates, 
power costs, workman compensation and infrastructure. In this section, 
we will briefly review other factors such as provincial exploration 


incentives, the quality of the data base, ease and risk of borrowing etc. 


Time did not permit, nor was it considered pertinent to do a de- 
tailed comparison of all of the following items. In most cases, the 
amount of incentives varies little from province to province except in 
the case of Quebec. As shown in the comparative summary sheet between 
Ontario and Quebec, in all areas, Quebec provides better incentives, both 


directly and indirectly to the mineral industry. 
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Mining Acts: 

All of the mining provinces have a satisfactory Mining Act. The 
Ontario Act has been under review for the last 17 years and is in 
the final stages. We urge the government to implement the new Act 


as soon as possible. 


Data Base: 

Ontario has slipped from its leading role in recent years in the 
quality of its geoscience data base. As observed in a separate 
section, a number of recommendations have been made to improve this, 


area which still is one of the best in the world. 


Information Services: 

With the exception of Quebec, the current set-up of recording 
offices, assessment files etc. are competitive with the other 
provinces. A number of recommendations are made in the Ontario 


Geological Survey section for improvements. 


Exploration Incentives: 

Again, with the exception of Quebec, the financial incentive for 
exploration within the provinces is competitive. In general, 
exploration expenditures cost an investor 26¢ on the dollar and for 
programs that receive full OMEP funding, as low as 20¢ on the 
dollar. In Quebec with the double depletion credit, the cost is 
approximately 12¢ per dollar spent. As discussed in more detail 
under the flow-through shares section, the committees believe that 
sufficient exploration funds are available for Ontario in 1986 


without increasing the depletion credits. 


B.C. has recently introduced a one year program costing $5 million 
to promote private sector mineral exploration. The program has 
three components. Grants of up to $5,000 will be provided to 


eligible prospectors for grass roots exploration. Grants of up to 
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By 


$150,000 will be available to eligible companies to carry out 
exploration on existing properties with identified mineral poten- 
tial. Grants of up to $300,000 per project will be available to 
mining companies to cover one-third of eligible exploration ex- 


penses of developed mines. 


Financing Incentives: 


(a) Securities Regulations and Facilities for Risk Financing of 
Junior Resources Companies: 


The major source of junior company financing has been the 
Vancouver Stock Exchange for the last decade with the Montreal 
Stock Exchange achieving some improvements in recent years due 
to Quebec government incentives. The main purpose of this 
study is to improve conditions in Ontario. See the section on 


junior resource financing and proposed new securities policy. 


(b) Assistance in New Company Start-up Costs: 
Again Quebec is the only province to provide substantial assis- 
tance with a grant of $10,000 towards the original report etc. 
and up to $400,000 for financing costs. The last Quebec budget 
has withdrawn this generous provision. Our Committee has made 


some recommendations in this area (see OSOP section). 


(c) Stock Savings Plan: 
Quebec has the most complete program to aid provincial com- 
panies at a cost of $179.7 million in 1985. Both Alberta and 
B.C. have implemented less comprehensive programs and we have 


made recommendations for an Ontario Plan (see chapter on OSOP). 


Tax Levels: 
Quebec generally provides the best incentives while Ontario is 
usually close to the highest tax level. The tax level is discussed 


in more detail elsewhere in the report. 
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SECTION IV 
COMPARATIVE TAXATION 


Summary Oe fl Report by the Centre of Resource Studies on the Competitive 
Position of Nova Scotia in Canada 


Introduction 


One of the source documents we have drawn heavily on to compare the 
competitive position of Ontario in the Canadian mining community is an, 
excellent study completed last year for the Government of Nova Scotia by 
the Centre for Resource Studies.* The report compares the competitive 
position of Nova Scotia for the development of a typical small under- 
ground gold property and a large open pit tungsten deposit. Most of the 
comparisons and conclusions of the report are still valid and can be used 
to show Ontario's competitive position as well. We have reviewed the 
report and summarized the findings from an Ontario position. The matexy- 


ial is embodied on the next few pages. 


This study is deficient in several areas for the purpose of junior 
mining as it does not address (1) access to financing (2) various govern- 
ment incentives such as flow-through shares, grants, OMEP etc. (3) data 
base and indirect government help such as Quebec provides and (4) the 
attitude (help and hindrance) of the various levels of bureaucracy in the 
provinces. The latter point is important but difficult to quantify. 
However it is generally agreed that Quebec has been the most helpful to 
the mining industry of any province for the last two decades and is still 


leading the way. 


*Davis, Dallas W., Brian W. MacKenzie, Michel L. Bilodeau, "Effects of Location on Mine 
Development Potential: Nova Scotia's Competitive Position in Canada." Prepared for the 
Department of Mines and Energy, Government of Nova Scotia, at the Centre For Resource 
Studies, Open File Report 621, May 1985. 
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General Approach 


The Nova Scotia study considered five main variables, three of 


which were dependent on location and two that were independent: 


Location dependent: 
- regional economic conditions, wage rates etc. 
- location with regard to infrastructure 


- taxes 


Nonlocational factors: 
- world-wide economic conditions 


- deposit specific characteristics 


The general methodology was to show the effects of the deposit 
location by holding the non-locational factors constant. Second, in 
order to see the locational differences, they were examined one at a time 
before being combined. Then the study looks at three stages of evalua- 


tion: 


(i) Before-tax economic effects. Initially, the influence of differ- 
ences in regional economic conditions is assessed. Then, consid- 
eration is given to the influence of the deposit site within a 


region. 


Cit) P eifects*of taxation. “To isolate)*the ‘consequénce’ of “taxation, all 


other evaluation components are assumed to remain constant. 


(iii) Having developed an understanding of before-tax and taxation 
effects separately, the combined impact of all locational compo- 


nents is assessed. 


This general procedure is applied to analyze the effects of loca- 


tion utilizing the representative tungsten and gold deposit case studies. 


Basic Evaluation Components 


Study estimates are based on 1985 conditions and all money values 


expressed in 1985 constant dollars. 


Current technology. 


Tax allowances corrected 5% to reflect inflation. 


Weighted average cost-of-capital and discount rates of 102. 


Summary and Conclusions 


Under the proposed set of economic and technical conditions, with 
respect to the before-tax effects of location, the tungsten and gold 
projects are economically viable throughout Canada. As expected, the 
project economics are highly sensitive to metal prices and the cost of 


capital. 


The study shows that the projects in Nova Scotia generally provide 
more favourable economic results than the same mine development opport- 
unities in central Canada and particularly Western Canada. For example, 
the before-tax net present value of the tungsten deposit varies from 
$75.9 million in Nova Scotia to $35.6 million at the less-accessible site 
set in B.C. The gold project numbers range from $8.5 million for Nova 


Scotia sto, $5.4 million for B.C. 
The main advantages for Nova Scotia are lower labour rates and a 


high density of infrastructure. For Ontario, electrical rates are better 


than eastern Canada, wage rates are lower than western Canada but 
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workers' compensation is 402% higher for gold mines and property taxes are 


Substantial aue(aspine bieGiee ie 


Existing taxation systems impose a heavy cost burden on the tung- 
sten and gold projects throughout Canada. As shown in Figure 3 for the 
tungsten deposit (Appended--with the other tables listed below--at the 
end of this subsection), B.C. has the worst non-profit taxes, which total 
around $80 million on an undiscounted .basis, with Newfoundland and 
Ontario (more accessible site) the next worst at $42.8 million. Ontario 
(less accessible site) has the lowest non-profit taxes at $13 million, | 
followed by both the Quebec cases at approximately $16 million. For the 
gold project, B.C. is still the highest, followed by Newfoundland and 


Ontario. 


Using a base case and applying the different taxation regimes the 
effect of taxation on the two projects is shown on Table 27. For the 
tungsten deposit the worst case is B.C. where the Net Present Value 
(N.P.V.) at 10Z is reduced to 0. Newfoundland is the next worst case at 
$12 million. The most favourable tax regime is Nova Scotia at $25 
million N.P.V. followed by Saskatchewan at $23.6 million and Ontario 


@lesswaccessible)matep2 so lamialiiivons 


For the gold project, B.C. is again the worst area, followed by 
Newfoundland with Quebec, Saskatchewan and Nova Scotia being the most 
favourable. The total project tax payments and their components are 


shown on) labile SOR Ss leandes2. 


The total tax take (i.e. profit and non-profit type taxes) as shown 
on Figures 12 and 13 and Table 34 show that on average, the companies' 
profit share represents only 24 percent of the before-tax value at the 
medium size open pit tungsten mine and 30 percent of the value of the 
small underground gold mine. The complementary average government tax 


shares are 76% and 70 percent respectively. 


OS 


For the tungsten project, the profit-taxation shares vary from 
33-67 percent in Nova Scotia to 0-100 percent in B.C. with Ontario being 
30-70 and 22-78 percent respectively for the less-accessible and more 
accessible site. The poorer results for the more accessible site results 


from higher non-profit municipal taxes. 


A comparison of results on an integrated company basis as shown on 
Tables 31 and 37 illustrates the important tax advantage realized by the 
integrated companies. The after-tax investment incentives are substant- 
ially higher than for the individual project basis of taxation. Conse-,_ 
quently the average company profit share increases to about 43 percent as 
compared to only 27 percent for the individual project basis of taxation. 
The competitive rankings among the provinces remain essentially 


unchanged. 


The combined impact of before-tax and taxation locational condi- 
tions in the tungsten projects are shown in Tables 39 and 40. In the 
case of the tungsten project, the Nova Scotia, Saskatchewan (more access- 
ible) and Quebec (more accessible) locations provide the most investment 
incentive with B.C. being the worst case and the project being unecon- 


omic. The two Ontario locations came out about average. 


For the gold project, the Nova Scotia, New Brunswick and Quebec 
(more accessible) locations showed the best returns and again the B.C. 
based project is not economic. The Ontario more accessible site is about 


average while the less accessible site is uneconomic. 


From Ontario's viewpoint, the study indicates that the combination 
of higher municipal taxes in accessible areas and the somewhat higher 
than average taxes on profits and mining taxes, tend to make the tungsten 
project less attractive then in many of the other provincial juris- 
dictions. If other incentives such as the higher depletion credit on 


flow-through shares, assistance for roads and power, and other grants as 
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are commonly offered by Quebec were included, the comparison in favour of 
Quebec would be even more substantial. We realize that Ontario has on 
occasion provided assistance for road building and in the case of the 
Detour Lake project made a very substantial investment. However on 
average, over the past two decades the province has generally taken a 
neutral attitude on resource development, i.e. regulatory rather than a 
development approach. As illustrated elsewhere in the report, if we wish 
to stay competitive in Ontario and elsewhere in Canada, all sectors of 
business, government, and labour will have to work to keep capital and 
operating costs to a minimum. Competitive world-wide market conditions. 
permit no margin for unrealistic tax, environmental, regulatory, social 
or inefficiency cost factors to enter into the cost base for the develop- 


ment and operation of new mineral deposits. 
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Figure 3. ‘total Non-Profit Tax Payments and Components: Tungsten 
Project, Nova Scotia Base Case Conditions 
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Figure 12. Company and Covernment Shares of Before-Tax Net Present 
Value: Tungsten Project, Nova Scotia Base Case Conditions 
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Table 27 


EFFECT OF TAXATION OF ECONOMIC INDICATORS: NOVA SCOTIA BASE CASE 
CONDITIONS 


Tungsten Project Gold Project 
Net Present Rate of Net Present Rate of 
Value of 10Z Return Value at 10% Return 


($ million) (percent) ($ million) (percent) 


Before-tax results 75.9 Mish 8.5 25505 
After-tax results 


Taxation regime: 


Nova Scotia 250 1363 BO Mh 7/ 
New Brunswick Whos LA oS PL als: 16.6 
Newfoundland 1350 1st 35 3. M75! 
Quebec 2435 Se \21358i 62.3 W/O 
Ontario: 
More accessible 
site NF ko) 1255 PD th 155 
Less accessible 
site 723}. 1S8eS Peete 15.8 
Manitoba 19.5 ZS 7D K3! 16.4 
Saskatchewan Zan0 ks}, 3 Sil Gre, 
British Columbia 0.0 10.0 eZ 2 7/ 


a 


Table 30 


TOTAL TAX PAYMENTS FROM TUNGSTEN PROJECT: 
NOVA SCOTIA BASE CASE CONDITIONS 


Taxation Payments ($ million) 


Taxation Undiscounted Present Value Present Value 
Regime at 32 at 102 
Nova Scotia 165.0 Leg D069 
New Brunswick 20053 W342 58.6 
Newfoundland 202.4 isi 62.8 
Quebec 19021 126.6 54.4 
Ontario: 

More~accessible site Z0CR.2 13.42 DBeo 

Less-accessible site 18724 12401 M.S 
Manitoba Looe E296 56.4 
Saskatchewan 17958 P20! 52e2 
British Columbia 240.6 164.3 1589 
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Rapier 3: 


TOTAL TAX PAYMENTS FROM GOLD PROJECT: 
NOVA SCOTIA BASE CASE CONDITIONS 


Taxation Payments ($ million) 


Taxation Undiscounted Present Value Present Value 
Regime at 32 at 102 
Nova Scotia Lae) RS) 5.2 
New Brunswick Po 1051 5.7 
Newfoundland | Tees) 6.9 
Quebec | Beas 8.9 by 4 
Ontario: 

More-accessible site 1324 10.4 Gal 

Less~accessible site - 1332 1052 6.0 
Manitoba 1259 929 Sri 
Saskatchewan OAR | 924 Sa) 
British Columbia ese eee 7.4 
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TAX PAYMENT COMPONENTS FOR TUNGSTEN PROJECT: 
NOVA SCOTIA BASE CASE CONDITIONS 


(percent of present value of tax payments at 32) 


Tax Components 


Federal Provincial 
Corporate Corporate Provincial Non- 

Taxation Income Income Mining Provincial PrOLit 
Regime Tax Tax Tax Royalty Taxes 
Nova Scotia | 50.4 24.4 1.5 11.9 11.8 
New Brunswick 42.0 20R3 2A 547 0) 3 
Newfoundland 41.0 Deal 26nu - WI 2 
Quebec 44.6 739 AGL SS) ~ 4.6 
Ontario: 

More-accessible 

site 42.0 Ish fA 28.6 = 3 6, 

Less~-accessible 

site we} LORS 309 - 3.8 
Manitoba 43.6 WD th 26.4 =- No® 
Saskatchewan ATE Al Ae Pd PAL 6 (8 - 6.9 
British Columbia 34.4 24.9 24.9 - 1 S)o fs 
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Table 34 


TOTAL TAX PAYMENTS EXPRESSED AS A PROPORTION OF BEFORE-TAX NET 
PRESENT VALUE AT 10%: NOVA SCOTIA BASE CASE CONDITIONS 


(percent) 
Tungsten Project Gold Project 
Company's Government's Company's Government's 
PYOGLt Taxation Frorit Taxation 
Share Share Share Share 
Nova Scotia 329 67 wh SoS 64.7 
New Brunswick PIRES hel od 3259 67.1 
Newfoundland pM Ey 82.38 18.8 S12 
Quebec PASE S) Rl od | 38.8 6le2 
Ontario: 
More-accessible 
site 22h (WIM 28.2 Vilage: 
Less-accessible 
site 30.4 69.6 30.6 69.4 
Manitoba 2D 74.3 Syaess) Gye) 
Saskatchewan aie 68.9 36.5 63.5 
British Columbia 0.0 100.0 14.1 85.9 
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Table 37 


TOTAL TAX PAYMENTS EXPRESSED AS A PROPORTION OF BEFORE-TAX NET PRESENT VALUE 
AT 10%: INTEGRATED COMPANY TAXATION, NOVA SCOTIA BASE CASE CONDITIONS 


Nova Scotia 
New Brunswick 
Newfoundland 
Quebec 
Ontario: 


More-accessible 
site 


Less-accessible 
site 


Manitoba 
Saskatchewan 


British Columbia 


Tungsten Project 


Company's 
Broteiet 
Share 


(percent) 


Government's 
Taxation 
Share 
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49. 
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64. 
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56. 
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Gold Project 


Company's 
Brora 
Share 
48.2 
45.9 
S29 


50.6 


42.4 


44.7 
45.9 
49.4 


SH NERS) 


Government's 
Taxation 
Share 


68.2 


Table 39 


COMBINED IMPACT OF BEFORE-TAX AND TAXATION LOCATIONAL CONDITIONS ON 
ECONOMIC INDICATORS FOR TUNGSTEN PROJECT 


After-Tax Net After-Tax 
Present Value at 102% Rate of Return 

Location ($ million) ($ million) 
Nova Scotia ALY (0) Lees 
New Brunswick M7 as L245 
Newfoundland Nhs) Wk fs! 
Quebec: 

More-accessible site AR Gis 3] 12.9 

Less-accessible site 9.0 eZ 
Ontarior 

More-accessible site SD WAZ 

Less-accessible HORS lees 
Manitoba: 

More-accessible site VSe2 1226 

Less-accessible 6.8 1029 
Saskatchewan: 

More-accessible site 2 2iee. Sal 

Less-accessible site 10.4 RSS 
British Columbia: 

More-accessible site -10.9 85 

Less-accessible site -27.1 65 


ae 


Table 40 


COMBINED IMPACT OF BEFORE-TAX AND TAXATION LOCATIONAL CONDITIONS ON 
ECONOMIC INDICATORS FOR GOLD PROJECT 


After-Tax Net After-Tax 
Present Value at 102% Rate of Return 

Location ($ million) ($ million) 
Nova Scotia 3.0 16.7 
New Brunswick 28 16.6 
Newfoundland 1.6 MBs 7/ 
Quebec: 

More-accessible site 7d} 14.8 

Less-accessible site -1.9 6.9 
Ontario: 

More-accessible site 125 18S Jeez. 

Less-accessible -2.3 Cres! 
Manitoba: 

More-accessible site 9 WA 72 

Less-accessible -1.8 To® 
Saskatchewan: 

More—accessible site Phos at 14.4 

Less-accessible site -1.7 hae 


British Columbia: 


More-accessible site -2. 
Less-accessible site -9. 
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Energy, Mines and Resources (E.M.& R.) Models 


Information on three models used by E.M.& R. was obtained from 
Ottawa and is summarized in this report. The models cover a range of 
larger type mining, and in one case (OCR) smelting and refinery opera- 
tions. Capital and operating costs are based on 1984 numbers and tax 
regimes in effect as of March 31, 1985. Ore grades have been set unreal- 
istically high to permit the analysis of different tax regimes under high 
profitability conditions. 

In order to compare just the tax levels, all other factors were 
held constant, i.e. no allowance for regional variations in costs or 
higher costs for remote operations, no non-profit type taxes, and no 


special incentives were considered. 


The E.M.& R. cases are also somewhat unrealistic because no inter- 


est charges are involved and no inflation factors are assumed. 


In all cases, Ontario and B.C. vie for the highest tax level while 
Quebec is usually the lowest. The Federal Government investment Tax 
Credit for the Maritime provinces substantially lowers the effective 
Federal tax level in this area. Although the general investment tax 
credit is being phased out, special credits will remain in place for the 


Atlantic provinces. 


As shown in more detail elsewhere in this section, the three models 


AEC: 


(a) The Underground Gold Copper Mine Model (The UGCM Model) - a 1500 


t.p.d. underground copper gold mine and mill with a 20 year life. 


bh 4G 


(b) The Large Scale, Open Pit, Mine and Mill, Copper - Gold Operation 
Model (The OCM Model) - a large scale (21,000 t.p.d.), open pit 
mine and mill operation producing copper and gold with a 20 year 


life. 


(c) The Mine-Mill-Smelter-Refinery Complex Model (The OCR Model) - 
similar to OCM but with the addition of a 100,000 ton per year 


smelter and refinery. 


Analysis and Results for Five Provincial Jurisdictions 


(a) The UGCM Model 


The comparative tax numbers for this project as outlined on the 
next page show that the worst provincial jurisdiction is B.C. with 
ay tax, bites of .$65.45 midLions withy/ Ontario, nex& areg59 million 
followed by New Brunswick at $52.5, Manitoba at $51.2 and Quebec 
them lowest ataso 45 .Onl4S llescm Ehen™ Ontario Atal lO Ze NEN emtumbedss 
Quebec is still the easy winner with the PV of the tax take about 
half of Ontario. The 10% NPV numbers also show that the total tax 
bite in B.C. and Ontario at $26 - 27 million is approximately twice 
the company's portion of $12.7 - $13.4 million vs. an operation in 
Quebec where the government get $18.7 million and the company 


receives $21.2 million. 


a ae 


British Columbia 


NPV 
NPV 
NPV 


0% 
102 
15% 


Manitoba 


NPV 
NPV 
NPV 


New 
NPV 


NPV 
NPV 


02% 
10% 
152% 


Brunswick 
0% 


10% 
15% 


Quebec 


NPV 
NPV 
NPV 


0% 
102% 
15% 


Underground Goid Copper Mine 
(x $000) 


Company 


1395942 
Ute lie 
=9,625 


£57,096 
15,524 
-8,207 


1575528 
165675 
-7 ,630 


171,029 
21,203 


Ontario Pre-Budget 


NPV 
NPV 
NPV 


OZ 
102% 
152% 


145,196 
135095 
~8,992 


Ontario Post-Budget (1985) 


NPV 
NPV 
NPV 


0% 
102% 
15% 


146,360 
13,389 
O07 7 


Federal Provincial 


47,969 
10,689 
5,540 


49,262 
re ese 7 a 
6,016 


425962 
P5047 
4,562 


47,969 
10,689 
5,540 


47,968 
10,688 
55938 


47,968 
10,688 
Sree ey) 


= 


Income Division Based on Profit Taxes 


65,424 
16,549 
oF 250 


on 
3305) 
7,342 


52,949 
13999 
Oa20 


34,336 
8,058 
4,308 


60,166 
155568 
8,604 


525004 
15.871 
9,289 


LOtalebaxes 


118 3395 
Zhe 250 
14,778 


100,439 
24,426 
eee 


935907 
233,076 
e222 


82,306 
18,747 
9,847 


108,134 
26,056 
14,143 


106,970 
265959 
14,827 


b) 


The OCM Model 


As shown on the following summary tables, an operation in Ontario 
would pay substantially higher taxes then in any of the other 
jurisdictions studied (British Columbia, Manitoba, New Brunswick and 
Quebec). On an undiscounted basis, the total provincial tax was 
$152.1 million (34%) higher than Quebec, $163.0 million (372%) higher 
than Manitoba, $143.0 million (31%) higher than New Brunswick and 
$87.0 million (17%) higher than British Columbia. 


Using the 15% discount numbers, the percentages are even more 
pronounced indicating that the taxes also are paid earlier in the 
operation's life. Ontario's rates are 52% higher than Quebec, 432 
higher than Manitoba and New Brunswick and 25% higher than British 


Columbia. 
Although this comparison was done before the 1985 tax changes, 


comparative studies carried out by E.M.& R. show little change under 


the new regulations. 


eA. = 


~ 


Large Scale, Open Pit, Mine and Mill Copper-Gold Operation 


Income Division Based on Profit Taxes 


Company Federal Prewines 1 Total Taxes 
British Columbia 
(Project Basis) 
NPV 0Z 879.6 400.4 SVASieg IL 923.6 
NPV 102 209.3 MOSie2 15 oS D60.5 
NPV 152% 88.5 62.4 9 7 I SV4 


British Columbia 


(Flow-Through or Integrated Company) 


NPV 02 878.0 LAY If Bye 5. 925.2 
NPV 102 DEF si 10) AD 2 D2 2 
NPV 152 WSS) AT) is! 79.4 OVP 
Manitoba 

(Project) 

NPV 0% 960.0 405.8 BST sth Sas 
NPV 107 LDS) 2 ORO 130.6 240.6 
NPV 152 99.3 686 80.0 WASs 3 
New Brunswick 

(Project) 

NPV 0% 966.6 378.9 LST A a 36.6 
NPV 102 REO) 55 ses iS Bry, PLO) DP 
NPV 152 109.8 Bee S Ory, a9 
Quebec (Project) 

NPV 07 954.4 400.4 448.3 848.7 
NPV 102 235) 4.3) NO Vee L2H oll B3yves, 5 
NPV 152 105.8 Gil Hee 136.8 
Ontario (Project) 

NPV 0Z 80225 400.4 600.4 POO ORS 
NPV 102 OT th WOSm2Z 184.1 292 
NPV 152 65.6 62m 114.6 A Al 


AL = 


(c) 


The OCR Model 


A summary of the division of income based on profit taxes is shown 
on the next page. This case is a major project and high metal 
grades were selected in order to show a highly profitable operation. 
In this example, the operation based in British Columbia would pay 
the highest provincial and total taxes at $570 million and $1.0 
billion respectively. Ontario is next highest at $481 million and 
$926 million. As usual Quebec is the lowest tax jurisdiction of the 
5 provinces studied with a provincial tax bill of $232.5 million. 
(less than half of the Ontario taxes). An operation in New Bruns- 
wick pays approximately $100 million less in Federal taxes than in 
Quebec, Ontario, Manitoba and British Columbia because of the higher 


investment tax credit for the Maritimes. 


ei Sica 


Mine-Mill-Smelter-—Refinery 
(x $000) 


Income Division Based on Profit Taxes 


Company hederaleerovanceia lt Total Taxes 
British Columbia 
NPV 02 IS SOS Settee One DORIS 1,014,967 
NPV 102 US Se 549m LOVe OS, S26 7G 259,827 
NPV 152 10,339 57,947 88,001 145,949 
Manitoba 
NPV 0Z La SOU Als; ASS) sey Le 5) 899,184 
NPV 102 DW 5 2M} ALO So) 118,948 229,878 
NPV 152 PGs MOAN 60,406 68,760 129,166 
New Brunswick 
NPV 0Z Ls Aioys) filtsy  S5yihy (272 BSORS D9 WEL 3 sesy? 
NPV 102 DEVIL (OS) 3) VE THE WI FETS LOS Row 
NPV 152% Len O23 SOs HWS (ORS Ls), 26e 
Quebec 
NPV 02 LSS, Ble Eh chess BRP 5 SOG OW] D> 
NPV 10Z ZOO GOO Oy 60,070 MGV/i5 lea, 
NPV 152 64,404 Sh 5 Say 33,936 91,883 
Ontario Pre-Budget 
NPV 0Z 1,293,199 444,849 462,554 907,404 
NPV 102% Pio OOe “MO 05:7 128,056 2B lS 
NPV 152 D3 5559 5] SME SAIS 133,699 


Ontario Post-Budget (1985) 


NPV 02 5 As oS) 444,849 481,287 G2 65 286 
NPV 102 185,600 TOVe Ooi, 125,400 232,500 
NPV 152 Not Calculated 


LO 


° 
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UGCM(1984) Mining Company 
(Basic Data) 


Life of operation 20 years 
Ore reserves, tons 10,500,000 
Average mill heads, 2 copper Pes IA) 
Average mill heads, oz. gold Os 15 
Daily mill rate, tons 5 C0 
Annual mill rate, tons (350 days) 525,000 
Copper recovery in mill, 2% 5) 1019) 
Gold recovery in mill, 2 90.00 
Copper recovered annually in concentrate, pounds 225443, 750 
Gold recovered annually in concentrate, ounces ORO 
Copper annual gross value @ 85¢/1b. $ 19,077,188 
Gold annual gross value @ $480/ox. Sgt 50205000 
Cash cost of mineral claims $ 500,000 
Pre-production exploration $ 3,000,000 
Pre-production development $ 20,400,000 
Cost of mine buildings Sete 2008 COO 
Cost of mine equipment $ 9,000,000 
Cost of mill buildings $ 12,600,000 
Cost of mill equipment $ 40,500,000 
Cost of townsite Nil 

Mine working capital (3 months operating costs) $4 50993 5/50 
Smelter-refinery copper recovery for mine's benefit, % 95.00 
Smelter-refinery gold recovery for mine's benefit, % 84.00 
Copper recovered for mine's benefit, pounds PEN BVA, 4 SKC 
Gold recovered for mine's benefit, ounces 5) a 535) 
Smelter-refinery operating cost/lb. copper 13:5 78¢ 
Smelter-refinery additional operating cost/oz. gold $ 10008 
Smelter-refinery capital cost/1b. copper 8.58¢ 
Smelter-refinery additional capital cost/oz. gold $ 6.79 
Smelter-refinery profit/lb. copper 10.14¢ 


SE 50s 


Dis 
AAS 
EE 
34. 
BO. 
301. 
37. 
38. 
Sheps 


40. 


42. 


Smelter-refinery additional profit/oz. gold 


Total smelter-refinery cost to mine/1lb. copper 


Total additional smelter-refinery cost to mine/oz. gold 


Smelter-refinery charge per year to mine 


Copper marketing cost for mine (2.0¢/1b.) 


Gold marketing cost for mine ($1l/oz.) 


Annual concentrate transportation ($26x44,887.5) 


Off-property exploration (in 


Off-property development (In 


Mine-Mill Operating Costs 


(a) 
(b) 
(c) 
(d) 
(e) 


(£) 


Net 
(a) 
(b) 
(c) 
(d) 
(e) 
Ci) 
(g) 


(h) 


Mining 
Milling 
On-property exploration 
On-property development 


Administration 
MoO tean! 


Smelter Return: 


Gross Value of copper in concentrates 


7 


$35. 


00 


00 


00 


Gross value of gold in concentrates 


Smelter-refinery copper loss (52) 


Smelter-refinery gold loss 


(162%) 


Smelter-refinery charge per year 


Marketing cost to mine 


Concentrate transportation 


Net Smelter Return 


Mine-Mill Operating Profit: 


(a) 
(b) 
(a) 


Net Smelter Return 
Mine-Mill Operating Costs 


Mine-Mill Operating Profit 


years 8 to 20) 
Vays Ogwt Os) bos La, 


165 


Per Ton Milled 
$19. 
2o0 
OE 5U 
ce 
6.00 


(M.O. $4.10) 
(HO st. 90) 


$36,585,744 
$18,375,000 
$18,210,744 


as ee 


18) 


$ 8.03 
525506 
ZoOa1 3 
8,461,344 
426,431 
Se pte eh 
Less WLW WIE Be) 
300,000 
300 ,000 


A 6-6 AC- -Oe 


Annuat 
$ 9,975,000 
SPAS Pais 610) 
262,500 
1,050,000 
3,150,000 


$18,375,000 


See Od LOO! 
$34,020,000 
$ Seer) 
$ 5,443,200 
$ 8,461,344 
$ 485,966 
pele lOO 


$36,585,744 


100.002 


DOTZ24 
49, 


43. Replacement Capital Costs: 


(a) Mine equipment - 5% of original cost in 


Vedrs 93, D587 96) Ul. a oe Daemon ne $ 450,000 


(b) Mill equipment - 3% of original cost in 
VearSe.mos oe ds ey a kaya Were hakekeas ies) $ 1 215;;000 


44. Operating Costs are Constant throughout 20 Years 


UGCM(1984) MINING COMPANY 


Medium-Size Mine-Mill Underground Complex 
Capital Expenditure Schedule to Production 


ITEM NORE iL YE ARe 2 YEAR 3 TOTALS 
le Preprod. Expl. $3,000,000 $ - $ - $ 3,000,000 
Doe Preprod. Develop. 500,000 12,300,000 8,100,000 20,900,000 
Sh Mine Buildings - 2,200,000 2,000,000 4,200,000 
cae Mine Equipment - 5,400,000 3,600,000 9,000,000 
Se Mill Buildings - 6,900,000 5,700,000 12,600,000 
6. Mill Equipment ~ 16,200,000 24,300,000 40,500,000 
Ue TOTALS $3,500,000 $43,000,000 $43,700,000 $90,200,000 


NOTE: Above schedule does not include working capital of $4,593,750 which is 


equivalent to 3 month's cash operating costs. 


ore 


Cy SY oy a SS ep SS 


Re eS RF —O 
SS = © 


Si, 


RO TNS TSS SS eh es is eS eS 
Cy fC ee (GO) SS) Or OO COP St oy) Ch ES 
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OCM(1984) Mining Company 


(Basic Data) 


Life of operation 

Ore reserves, tons 

Average mill heads, % copper 

Average mill heads, oz. gold 

Daily mill rate, tons 

Annual mill rate, tons (350 days) 

Copper recovery in mill, 7 

Gold recovery in mill, 2 

Copper recovered annually in concentrate, pounds 
Gold recovered annually in concentrate, ounces 
Copper annual gross value @ 85¢/1b. 

Gold annual gross value @ $480/ox. 

Cash cost of mineral claims 

Pre-production exploration 

Pre-production development 

Mine buildings 

Mine equipment 

Mill buildings 

Mill equipment 

Cost of townsite 

Mine working capital (3 months operating costs) 
Smelter-refinery copper recovery, % 
Smelter-refinery gold recovery, 2% 

Copper recovered for mine's benefit, pounds 

Gold recovered for mine's benefit, ounces 
Smelter-refinery operating cost/lb. copper 
Smelter-refinery additional operating cost/oz. gold 
Smelter-refinery capital cost/lb. copper 
Smelter-refinery additional capital cost/oz. gold 


Smelter-refinery profit/lb. copper 


- 53- 


20 years 
147,700,000 
Leo0 

0.03 

21 00 
7,385,000 
95.00 

90.00 
210,472,500 
FR eS ae yee 
$178,901 625 
$ 95,709,600 
$ 1,000,000 
$ 5,100,000 
$ 24,000,000 
$ 10,500,000 
$ 54,900,000 
$ 36,000,000 
$174,000. 000 
$ 21,000,000 
Nalin 6 ei he) 6) 
95.00 

* 84.00 
199, 24o e071) 
167,492 

ew ests 

$ Loot 
8.58¢ 

$ te) 
10.14¢ 


31. Smelter-refinery additional profit/oz. gold 


32. Total smelter-refinery cost to mine/1lb. copper 


33. Total additional smelter-refinery cost to mine/oz. gold 


34. Smelter-refinery charge per year to mine 


35. Copper marketing cost for mine (2.0¢/1b.) 


36. Gold marketing cost for mine ($1/oz.) 


37. Annual concentrate transportation ($26x420,945) 


38. Off-property exploration (in years 8 to 20) 


39. Off-property development (In years 9, 12, 15, 18) 


40. Mine-Mill Operating Costs Per Ton Milled 

(a) Mining $1.90 

(b) Milling 2e30 

(c) On-property exploration 0.30 

(d) On-property development = 

(e) Administration 2 OO Mi COHi 5 Om Me Ole) 
($0.50) 8-0.) 

(i) ee oteael: Sf OKO) 


(Stripping Ratio Assumed 1:1) 


4. Net Smelter Return: 


(a) 
(b) 
(c) 
(d) 
(e) 
(£9 
(g) 


(h) 


Gross Value of copper in concentrates 
Gross value of gold in concentrates 
Smelter-refinery copper loss (52) 
Smelter-refinery gold loss (162) 
Smelter-refinery charge per year 
Marketing cost to mine 


Concentrate transportation 


Net Smelter Return 


5h = 


$ 8.03 
322906 

is 3) 2°, 
69,292,948 
359985979 
167,492 
10,944,570 
4,500,000 
6,300,000 


Ff GF Ge FH PF GH 


~ 


Annual 
$14,031,500 
20,678,000 
252455200 


14,770,000 


$51,695,000 


$178,901,625 
$ 95,709,600 
$ 8,945,082 
$51593138636 
$ 69,292,948 
$ 4,166,470 
$ 10,944,570 


$165,948 ,619 


42. Mine-Mill Operating Pree pealie ® 


(a) Net Smelter Return $165,948,619 100.002 
(b) Mine-Mill Operating Costs Smo 0955.000 Bil SA 
(c) Mine-Mill Operating Profit S11452537,619 68.852 


43. Replacement Capital Costs: 


(a) Mine equipment - 5% of original cost in 


Wears on 5 9 peti Los Loe ly “and 19 $ 2,745,000 


(b) Mill equipment - 3% of original cost in 


Veuve 5s, eee (syosetis to, 15, 17 and 19 $ 


~ 


5,220,000 


44. Operating Costs are Constant throughout 20 Years. 
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OCM(1984) Mining Company 


Large Mine-Mill Open-Pit Complex 
Expenditure Schedule to Attain Production 


GEM YEAR 1 


ilk Preprod. Expl. $5,100,000 $ 
Dh Preprod. Develop. 1,000,000 

35 Mine Buildings - 

4, Mine Equipment - 

5s Mill Buildings - 

6. Mill Equipment - 

ae Townsite = 

8. TOTALS $6,100,000 $1 
NOTE: 


equivalent to 3 month's cash operating costs. 


a 


YEAR« 2 


12,000,000 
4,200,000 
Ze 9605, 000 
14,400,000 
69,600,000 
12,600,000 


34,760,000 


YEAR 3 


12,000,000 
6,300,000 
32,940,000 
21,600,000 
104,400,000 
8,400,000 


$185 ,640,000 


TOTALS 


$ 5,100,000 


25,000,000 
10,500,000 
54,900,000 
36,000,000 
174,000,000 
21,000,000 


$326, 500,000 


Above schedule does not include working capital of $4,593,750 which is 


OCM(1984) Mining Company 


(Basic Data) 


Note: This model is the OCM (1984) Mine-Mill Model with a 
100,000-ton-per-year Smelter and Refinery Added. 


L. Life of operation 20 years 
ZS Ore reserves, tons 147,700,000 
Oe Average mill heads, 2 copper iene) 
4. Average mill heads, % gold OF OS 
Die Daily mill rate, tons 21s LOO 
Oh Annual mill rate, tons (350 days) e365 000 
is Copper recovery in mill, 7 95.00 
oe Gold recovery in mill, 2 90.00 
Of Copper recovered/year in concentrates, lb. 210,472,500 
10. Gold recovered/year in concentrates, oz. E99 5395 
ll. Cash cost of mineral claims $ 1,000,000 
12. Preproduction exploration $ 5,100,000 
13. Preproduction development $ 24,000,000 
14. Mine buildings $ 10,500,000 
15. Mine equipment $ 54,900,000 
16. Mill buildings $ 36,000,000 
17. Mill equipment $174,000 ,000 
18. Smelter buildings $ 39,000,000 
19. Smelter equipment $156,000 ,000 
20. Refinery buildings $ 16,500,000 
21. Refinery equipment $ 67,500,000 
22 e Lownsi te $ 33,000,000 
23. Working Capital (3 month's operating costs) $ 24,604,655 
24. Smelter-Refinery copper recovery, % 96,20 
25. Smelter-Refinery gold recovery, 2% 87.00 


57) = 


26. 
atl 
Zor 
29%. 
30. 
EWES 
32y. 
655 
34. 
aos 


56. 


Sie 


Copper recovered as refined metal, lbs. 

Gold recovered as refined metal, ozs. 

Value of copper as refined metal @ 85¢/1b. 

Value of refined gold @ $480/oz. 

Marketing cost of copper (2.0¢/1b) 

Marketing cost*of gold) ($1/oz.) 

Cost of concentrate transportation to smelter 
Cost of copper transportation to refinery 
Off-property Exploration (In Years 8 to 20) 
Off-property Development (In Years 9, 12, 15, 18) 


Mine-Mill-Smelter—-Refinery Operating Costs: 


(a) Mining 

(b) Milling 

(c) On-property exploration 

(d) On-property development 

(e) Copper Smelting Costs 

(f) Copper Refining Costs 

(g) Gold Refining Costs ($10,91/oz.) 


(h) Administration 

G) Totals 

Net Return: 

(a) Value of Refined Cu Recovered 
(b) Value of Refined Au Recovered 


(c) Marketing Costs 


(d) Transportation Costs 


-58-= 


202 597.9 5 Pou 

173,474 
S1/25192 5814 
$ 83,267,520 
$04 0515596 


173,474 
$ 900,000 
$ 2253000 


$ 4,500,000 
$ 6,300,000 


$14, 0S Py5ce 
$ 20,678,000 
Siew Desc OO) 
24,309,574 
12515497 OF 

L692, 008 


meer meee  aSen  AeEp 


2551505659 


$ 98,418,621 


$172,192,814 
$ 83,267,520 
$ #8 22S 00U 


$498, 125,000 
$250,110,264 


38. 


39% 


KOU (OOF I ON A OE Co eS) i 
. . ° ° e e . ° ° 


Note: 


Mine-Mill-Smelter-Refinery Operating Profit: 


(a) Net Return 
(b) 
(c) 
(d) 
(e) 


Net Return 


Operating Costs 
Marketing Costs 


Transportation Costs 


$250,110,264 
$ 98,418,621 
Sot 070 


Si ale O00 
$151,691, 643 


Replacement Capital Costs Gina VearSmosOnmo ose lly Snell ela anidiclO))r 


(a) 
(b) 
(c) 
(d) 


Item 


Preprod. Expl. 


Preprod. Develop. 


Mine Bldgs. 
Mine Equip. 
Mill Bldgs. 
Mill Equip. 
Smelt. Bldgs. 
Smelt. Equip. 
Ref. Bldgs. 
Ref. Equip. 
Townsite 


Totals 


Mine equipment - 5% of Original Cost 
Mill equipment - 3% of Original Cost 
Smelter equipment - 3% of Original Cost 


Refinery equipment - 3% of Original Cost 


CCR (1984) MINING COMPANY 


Weaycul 


$ 5,100,000 
1,000,000 


3,900,000 
15,600,000 
1,650,000 
6,750,000 


1,160,000 
$35,160,000 


12,000,000 

4,200,000 
Z24,9603000 
14,400,000 
69,600,000 
17,550,000 
70,200,000 

7,425,000 
305,375,000 


15,920,000 
$263 , 630,000 


Year 3 


12,000,000 

6,300,000 
32,940,000 
21,600,000 
104,400,000 
17 55907,000 
70,200,000 

7,425,000 
307375,.000 


15,920,000 
$318,710, 000 


$250,110,264 
$ 5,220,000 
$ 4,680,000 
$ 2,025,000 


RoOtacs 


Sem st 00 000 
25,000,000 
10,500,000 
54,900,000 
36,000,000 

174,000,000 
39,000,000 
156,000,000 
16,500,000 
67,500,000 


33,000 ,000 
$617,500,000 


Above schedule does not include working capital of $24,604,655 which is 


equivalent to 3 month's operating costs. 


4 59. 


Price Waterhouse Mine Model 


As shown in more detail on the table of assumptions, the Price 
Waterhouse model is a typical medium-sized, modestly profitable, under- 
ground gold mine producing 46,400 oz. of gold per year. Capital cost of 
$54.5 million are incurred over 3 preproduction years. These cases 
assume the more likely assumption that half the financing will be debt 


and half equity. 


No regional variances, such as access, labour rates, municipal or, 
capital taxes, are included. If the higher costs generally associated 
with operations in the Yukon, N.W.T. and B.C. were included, Quebec would 
undoubtedly have shown up as the best province for investment. If other 
Quebec incentives were included the pendulum would swing even more in 


favour of Quebec. 


For this model, Ontario shows up as the worst tax jurisdiction for 
a medium sized underground gold mining investment. Of the total profit 
tax burden of $16.1 million, 80% was provincial and 20% federal. As 
shown on the following chart, all the provinces except Quebec (at 132) 
have a provincial tax rate ranging from 30 to 36% (Ontario). The Mari- 
time Provinces have their federal rate reduced from 7.2% to 4.22 or about 


40Z due to special incentives (Investment Tax Credit). 


EA 


Initial deel Iyeepestie Tax Level Ratio 
Jurisdiction Investment To Company inne Rede lLOVMELotalhed a/b rove. 


NW... $54.5 $39.0 O70 eos al | oe 902.6 ie 
Yukon $54.5 $35.7 S30 Pole ib 2e Si eye) 
Quebec $54.5 $35.5 See) [SBS Re 2053 54 
Newfoundland $54.5 $31.5 CS ie ye Pe a PM Ae is) 17 
New Brunswick $54.5 » Te M2 Tse pe ee AWE cel OTS) OS: 16 
Manitoba $54.5 $30.4 Ve} RENE Pee 3 OES) ey) 
J Os $54.5 $30.3 gene hee Pea Be 29 
Ontario $54.5 $28.5 fies Jane Ole One 24 
Ontario $54.5 $37.2 20.4 Pho PATER OVS cere og 08 
(Integrated) 


The Ontario integrated case shows how the internal rate of return 
improves if the taxpayer has sufficient rescurces profits from other 
mining operations to utilize earned depletion allowances and investment 
ba-ecredits ou an wuas earned basis... In this, situation .the LiR.R. 
improves from 7.3 to 20.4 percent while the total profit only increases 
from $28.5 to $37.2 million. Some type of income debenture or flow- 
through financing mechanism would be of material assistance to junior 


companies trying to finance their own projects rather than turning them 


over to larger multinational companies. 
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MINE MODEL 


ASSUMPTIONS 
Reserves 2,900,000 tons 
Milling Rate 290,000 tons/year 
Grade i16, 07. au/ ton 
Production 46,400 oz. au/year 
Operating Costs $38/ton milled 
Price of Gold $500/oz. 


The capital costs that are incurred prior to the commencement of 
commercial production are as follows: 


Year 1 Year 2 Year 3 

Purchase of mineral rights 1,000 
Exploration expense 6,000 
Development expense - 10,000 10,000 
Cost of buildings, machinery, 

and equipment - 

Mining assets - 10,000 8,000 

Mill - 4,500 5,000 


No additional fixed assets are acquired following the commencement 
ot production. 


The interest rate throughout the period is 102. 
Financing: 1/2 equity; l/2ddeber 

$1,000 is spent each year on off-site exploration. 
The 3% inventory allowance is ignored. 


Provincial capital taxes are ignored. These particular taxes, 
which are deductible for income tax purposes, vary as to both rate 
and basis among the provinces. 4 
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SECTION V 
ONTARIO SHARE OWNERSHIP PLAN (OSOP) 


Introduction 


As part of our Committee's mandate to review the competitive 
position of Ontario in the junior mining sector we have reviewed all the 
available information on the Quebec, Alberta and B.C. plans as well as 
the proposed Ontario plan as recommended by the T.S.E. and other parties. 
While we are in general agreement on the merits of such plans, we would. 
prefer to see a Canadian plan rather than a plethora of provincial plans. 
Since the federal government does not appear to be moving in this direc- 
tion, the provincial governments will have to take the initiative. 
Quebec has been the leader in this field and recently Alberta and B.C. 
have launched different types of plans. Although both of these recent 
plans are yet to be implemented they are not expected to be a major 
incentive for investments. In addition to the Quebec Stock Savings Plan 
(QSSP), the Quebec government has also provided up to $410,000 towards 
the start up costs of taking a new Quebec based company public. While 
the Quebec plan has generally been considered quite successful, the plan 
was broadly based and attracted too much investment towards the larger 
companies. The plan cost the Quebec Government $180 million in lost 
revenue in 1985. New guidelines came into force in 1985 to direct 
investment dollars towards the smaller companies. Although it was not 
generally set up for that purpose, the plan has helped a number of junior 


mining companies go public. 


There are two basic reasons for an Ontario Share Ownership Plan 
(OSOP). First, the benefits of widely dispersed share ownership, plus 
many new public companies should improve Ontario's growth prospects. 
Second, to be competitive with other jurisdictions Ontario will have to 
seriously consider this type of program or other incentives. One of the 


functions of the plan would be to re-establish a primary risk capital 
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market in Ontario. Presently, only a few brokers are prepared to do 
smaller types of financings (i.e. under $l million). A share savings 


plan should be designed to encourage this type of investment. 


Summary of Recommendations 


In general, we agree with the recommendations proposed by the T.S.E. and 
other Investment Dealers in that such a plan should help prepare the 
proper investment climate in Ontario. We would expect that junior mining 
companies would receive only a relatively small portion (102) of the_ 
potential $400 million new equity capital that could be raised annually. 
However, this amount would provide an adequate base on which additional 


flow-through share capital (4 to 5 times) might be raised. 


For the plan to be effective, the government would have front end costs 
in the order of $70 - $100 million per year. Any lesser amounts will be 
spread over too many companies to be important unless the plan is focused 
on a small band of companies. While the expenditure would likely be 
recovered by the government from additional business activity over a few 


years, such additional revenues are difficult to quantify. 


In addition, such a plan would be helpful in stimulating private sector 
activity for doing smaller types of financing. Such financings are 


currently lacking in Ontario. 


is Eligible Securities: Newly issued voting common or convertible 
preferred shares listed on the T.S.E. or traded on COATS would be 


eligible. Flow-through shares would be excluded. 


Phe Eligible Companies: The eligibility net will depend on the amount 
of assistance the government wishes to provide. The Quebec system 
provided $180 million in credits in 1985. The proposed TSE program 


is estimated to cost about $80 million. Our proposal is to lower 
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the top companies from $500 million to $400 million in sales or 
gross revenues and include all the bottom companies. Companies 
wethnecwenet worth of up to $200 million and with 352 of their 
payroll and/or their main project (mining) in Ontario would be 
included. The upper level could be lowered further if insufficient 


funds are available. 


Form of Assistance: Either a variable tax credit on personal 
income taxes from 10 to 30% depending upon the size of the company 
(per the Dominion Securities Pitfield submission) or a flat 202. 
rate per the T.S.E. recommendation. Depending on the level of 
success the government wishes to achieve, the maximum allowable 
annual tax credit could range from $2000 to $10,000. Initially we 
would suggest a level of about $3,000. The tax credit would be 
calculated on the basis of the net income to the treasury. (i.e. 


excluding broker's commissions) 


NET WORTH 
$0 - 25 $25 - 50 $50 - 200 
Sales x 10° 
$0 - 50 Small Small Medium 
$50 - 200 Small Medium Medium 
$200 - 400 Medium Medium Large 
Maximum Annual Tax Credit 
Type of Company Tax Credit by Category 
Small 30% $3,000 
Medium 202 $2,000 
Large 10% $1,000 
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A taxpayer could use any combination of tax credits up to the 


maximum per category and the overall maximum of $3,000 per year. 


Estimate of New Equity Capital Annually: Estimates by the T.S.E. 


and others are in the order of $400 million or a little less than 
SOL then total otms om bisLiconmrawsedmonmeh ember sn Eel Time OD im Otic 


recommendations would likely raise about the same amount. 


Cost of OSOP Program: To have any material impact on the $9 
billion dollar equity capital markets in Ontario, such a program 
needs to be either substantial or finely focused. The government 
has the option to (a) experiment with a pilot program ($30 - 40 
million) on a small band of companies which will likely do little 
but provide some experience (b) try a mid-size program which 
would provide assistance to a broader range of companies or (c) 
take the Quebec approach (the larger the program, the more 
successful it is) and include a wide range of companies at a cost 
of $150 - $200 million per year. We recommend the second alter- 
native with the emphasis on helping the most junior companies to 


be financed. 


Estimated Assistance to Ontario Based Non-Producing Exploration 
and Development Companies: As shown in more detail under the 
junior mines financing section, this program, based on 1985 
financings would only allocate about $3.7 million against junior 
mining companies. However if our recommendations for new 
security policies were accepted and this sector can be rejuven- 
ated in Ontario, the levels of financing should increase substan- 


tially and the government assistance under this program could 


triple to approximately $10 million. 
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A Summary of 1985 financings of exploration and development 
mining companies in Ontario and the percentage available for OSOP is 


estimated below: 


Available Not Available 
x 10 x 10 
1. Flow-through shares (mostly major - $143.6 


companies) of companies listed on 1T.S.E 


2. EOP exploration companies - 6 $3.3 ~ 
(assuming all in Ontario). 


3. Non-producing mining companies (for $6.0 $113.4 
projects in Ontario). 


4, 0O.T.C. Companies (based on net to $8.4 - 9.6 $17 - $18 
treasury of $12.6 - $14.4 million 
and 2/3 of projects in Ontario. 


TOTAL e117.) = o1o.9 UG eles ee ais 


The Proposed WaSs lan CSO? 


The plan is restricted at the bottom end to companies with both 
assets and gross revenues of more than $1 million, as shown in more 
detail in the Executive Summary of the T.S.E. proposal at the end of this 
section,. This restriction would eliminate all junior mining companies. 
On the top side, companies with both assets and gross revenues above $500 
million would be excluded. The T.S.E. estimates a potential cost to the 


government of $80 million. 


The Committee believes that the incentive should be directed to the 
smaller companies who normally have the most problems of raising risk 
capital. Our recommendations are that all junior mining companies be 
included based on money raised by the treasury for projects in Ontario 


and excluding flow-through shares. As shown under the section on Junior 
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Mine Financing, this incentive for junior mining companies would only 
cost the government about $3.7 million based on 1985 results. Hopefully 


this amount will be tripled if the improved regulations are implemented. 


We understand that the government has initially set a low budget 
number for this incentive. We respectfully point out the large size 
($8.9* billion) off equity’ financing, oni the: T.S.E. in1985.. Unless: the 
incentive program is substantial or finely focused, a small amount of 
assistance would be dissipated over many companies and have no material 


effects. 


Assistance for Start-up Costs 


The Quebec government provides a grant of $10,000 for preliminary 
studies and a grant of up to $400,000 (when $3 million is raised) to 
cover the cost of taking a company public. The latter grant is overly 


generous and according to the last budget, it will be amended. 


We understand that the Ontario government is willing to consider 
some type of assistance for start-up costs of taking a company public. 


Our recommendations are as follows: 


1% That the grant be limited to 1/3 of the eligible costs up to a 


maximum amount of $150,000 (maximum grant $50,000). 


Zhe Eligible expenditures would include the normal costs of taking a 
company public (e.g. legal, accounting, engineering, printing, 
translation, and listing expenses). Costs specifically excluded 
would be brokers fees and expenses, management salaries and 


expenses, promotional expenses and any property expenses. 
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EXECUTIVE SUMMARY 


The Toronto Stock Exchange is putting forward The Ontario Share Ownership 
Program (OSOP). The program is an attempt to mount an effective attack on 
the equity capital problem. 


This Program is designed to benefit all Ontario residents, especially low and 
middle income Ontarians. Features of this Program will act to enhance 
productivity and worker job satisfaction, allowing Ontario firms to become more 
competitive in domestic and world markets. 


In the process of developing OSOP, we surveyed extensively the attitudes of the 
Ontario public. The survey results show that some 86% of all Ontarians, 
employees and non-employees, believe that Employee Equity/Profit Sharing 
Plans are a good idea. In addition, a total of 77% of Ontarians stated that they 
would participate in an ESOP should they have the opportunity. 


The proposed Program would allow Ontario firms, especially small and medium 
sized firms, to augment their equity capital position thus reducing debt equity 
ratios and diminishing their risk of failure or the necessity of employment 
cutbacks during times of economic downturn. The program would also broaden 
and deepen the Ontario equity markets. 


In addition, the OSOP Program will encourage employee share ownership, thus 
providing the benefits of increased employee attachment to the firm; increased 
incentives to productivity improvement; and increased flexibility in the economy 
(by increasing the extent to which the remuneration from employment is tied to 
the success of the firm rather than to fixed wages and salaries). By giving 
employees a stake in their firms of employment, the Program will also tend to 
improve labour-management relations. 


The major characteristics of the Program are as follows: 
- Eligible Companies: 


- more than 35% of total payroll in Ontario 

~- head office or principal office in Ontario 

- less than 50% of their assests in financial assets 

- both assets and gross revenues less than $500 million but more than $1 
million 

- publicly traded on The Toronto Stock Exchange or the Canadian Over- 
the-Counter Automated System (COATS). Initial public offerings would 
have to be either conditionally appproved for listing on the TSE or be 
traded on COATS 


or 
non-publicly traded companies but shares must be distributed to 


existing shareholders and/or employees to a registered and trusteed 
Employee Share Ownership Program (ESOP) 
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Investor incentives: 


- tax credit earned through the purchase of newly issued, non-redeemable 
common shares or newly listed, non-redeemable preferred shares which 
are convertible into common shares of qualifying Ontario companies. 

- Maximum annual contribution of $10,000 

- Maximum annual tax credit of 20%; lower tax credits applicable to 
different types of eligible companies 


Other features: 


- the dollar value of contribution to such a Program would have to be 
maintained for a minimum of two years, otherwise the tax credit 
repayable to the Government. 

- shares held in Program (other than ESOP) may be exchanged for other 
shares of qualifying companies but total value of portfolio must be 
maintained. 

~- shares held in an account either: 


1) with licensed broker or investment dealer for publicly traded 
shares. 


2) with a trustee or non-publicly traded shares or shares that are 
part of an ESOP. 
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SECTION VI 
FLOW-THROUGH SHARES 


Summary 


As shown by the questionnaire to industry on what incentives the 
Ontario government might provide to encourage exploration in Ontario, the 
possible increase in the depletion allowance on exploration expenditures 
from 1332 to 166% was by far the most popular choice and the Committee 
has favourable views on such an incentive provided it is restricted to_ 
the junior resource sector. However in the time period from January to 
May 1986, it became evident that there were substantial (and probably 
sufficient) flow-through dollars available for most companies this year 
without the double depletion allowance. The junior companies receive the 
lowest premium and have the poorest access to the flow-through share 
market. While it might be possible to implement a specific double 
depletion program for junior companies, the Committee decided that since 
such a program would require the concurrence of the federal authorities, 


other recommendations would be made for priority action. 


However the government should carefully monitor exploration expend- 
itures, and if these expenditures drop off to an undesirable level, an 
increased depletion allowance could than be considered to promote the 
flow of exploration funds from individuals. At that time, negotiations 
should be initiated with the federal government to set up and administer 
a mechanism to permit the bonus deduction in such a manner that will not 
discriminate against the Ontario incentive (i.e. administered in the same 


manner as the Quebec incentive). 


If and when, an extra depletion allowance is implemented, the OMEP 
program could be withdrawn with respect to individuals. In the meantime, 
we have made a number of recommendations in a separate section on 


increasing OMEP and making it more effective. 
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Financial Incentives for Exploration in Ontario 


Introduction 


At present, the government of Ontario provides financial assistance 
to encourage exploration in the province by two methods, OMEP and flow- 


through of exploration and depletion deductions. 


Under the Ontario Mineral Exploration Program (OMEP), the govern- 
ment will reimburse companies and individuals for up to 25% of certain_ 
agreed upon exploration expenses up to a maximum of $500,000 in one year. 
The total 1986 budget is $8 million. A number of recommendations for 
improving OMEP and making it available only to junior companies is 


contained in another section. 


In 1983 the federal government significantly enhanced the tax 
incentives for grassroots mining exploration by permitting the earned 
depletion base generated by such expenses (mining exploration depletion) 
to be deducted against any source of income. This change in effect 
permits the deduction of 133 1/3% of qualifying expenses. Since Ontario 
is an agreeing province, individuals resident in Ontario also obtain the 
benefit of this incentive for Ontario tax purposes. In 1985 the federal 
government introduced a limited lifetime capital gains exemption, to be 
phased in over a six year period. The combination of these initiatives 
has generally made the investment in 'flow-through shares' of mining 
companies very attractive. It is the consensus of the Committee that on 
an overall basis, the fiscal regime has generated an adequate avail- 
ability of funding for exploration where it is practical to use the 


flow-through share mechanism. 
However, using flow-through shares to finance exploration is only 


effective for corporations having listed (or otherwise marketable) shares 


with a reasonably stable share price history. Junior exploration 
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companies have difficulty in tapping this source of funds either because 
of lack of a quoted market or because the market value of their shares is 
dependant upon the success of a particular program. In order to attract 
investors into flow-through or regular shares offered by a junior 
explorer, there needs to be some additional incentives directed towards 
investors in these companies. The Committee recommends that Ontario 
consider additional incentives for exploration in Ontario by or through 


junior exploration companies. 


In this section the merits of double depletion for junior companies 


is discussed for possible implementation at a later date. 


Structure of an Incentive for Exploration in Ontario 


Ontario has in place a grant program to encourage exploration in 
Ontario, the Ontario Mineral Exploration Program. This program has 
proved effective, especially in assisting junior exploration companies in 
particular circumstances, but some improvements are recommended in a 
separate section of this report. However it is the view of the Committee 
that if junior companies are to be made competitive in attracting 'flow- 
through’ funds, some additional incentives are required. One possibility 


is the double depletion incentives as used by Quebec and described below. 


The Province of Quebec has a broadly based incentive, that is 
directed solely to individuals, and is delivered through the Quebec tax 
system. The Quebec Exploration Account provides a 66 2/3% bonus deduc- 
tion in computing income subject to Quebec income tax. The Quebec 
incentive has generated very significant funding for exploration in that 
province by Quebec individuals, mainly by way of flow-through shares. 
The Quebec incentive has proved very successful for two main reasons. 


First, it is delivered through the tax system, giving the advantages of: 
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- reduced administrative costs to the exploration company, as 


compared to applying for, and distributing grants to investors; 


- less uncertainty that the investor will obtain the incentive 
since there is no requirement for prior review of a program or 
subsequent approval of expenses before the incentive is 


delivered; 


- no limiting amount either for a particular program or a 


particular individual; and 


a known date for receipt of the incentive. 


Second, the Quebec incentive is administered by both the federal 
and provincial authorities as not reducing the amount of deductible 
Canadian Exploration Expense (CEE). In contrast, a grant incentive, such 
as OMEP, must be applied to reduce the deductible CEE. The Quebec 
incentive is therefore more tax effective in that it does not affect the 


federal incentive deductions. 


In the opinion of the Committee, Ontario should provide an 
additional incentive to individuals to incur exploration expenses in 
Ontario either directly or by investment in flow-through shares of junior 
corporations. Further, it is highly preferred that such an incentive be 
provided through the tax system, and that it be structured so that it is 
tax effective. The Committee recognizes that since Ontario is an 
agreeing province with respect to the taxation of individuals, the 
agreement of the federal authorities is required with respect to the 
administration, and appropriate interpretation, of such a tax system 
incentive. If such agreement cannot be obtained, the Committee recom- 
mends that the OMEP system be strengthened and improved as described in a 


separate section of this report. 
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An Exploration Incentive Delivered Through the Tax System 


It is the view of the Committee that an exploration incentive 
delivered automatically through the tax system would be much more widely 
used by residents of Ontario than is the present OMEP system, and would 
generate more exploration dollars for exploration in Ontario from indivi- 


duals residing in Ontario. 


As noted previously, Ontario already participates in the federal 
incentive scheme that provides a bonus deduction for defined mining_ 
exploration expenses incurred anywhere in Canada. Ontario could provide 
an additional bonus deduction with respect to mining exploration expenses 
incurred by an individual in Ontario, either on properties owned by the 
individual, or (by way of flow-through shares) on properties owned by a 
corporation that does not have any producing mines. The intention would 
be to streamline the incentive to the benefit of the junior sector and 
that the additional bonus deduction be one-third of the eligible 
expenses. Together with the existing bonus deduction for mining explora- 
tion depletion, this would mean that the total provincial bonus deduction 
would be 66 2/3%, the same as is available in Quebec, thus making the 
Ontario junior resource sector more competitive, both with the Quebec 


junior resource sector and with senior mining companies. 


Since Ontario is an agreeing province, the mechanism for 
administering the bonus deduction would be a separate reconciling sche- 
dule filed with the combined federal/Ontario tax return, similar to the 
reconciling form required to obtain an Alberta royalty tax rebate. It 
would be necessary to obtain the agreement of the federal authorities to 
administer this arrangement; such agreement has precedents such as the 
Alberta form mentioned above. Further, in order to be as tax effective 
as the Quebec bonus deduction, the federal authorities should be asked to 
agree that the incentive will not be treated as reducing the cumulative 


CEE account or the Mining Exploration Depletion (MED) account for 
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purposes of determining the deduction available in respect of these ac- 
counts. In this respect Ontario is only asking for the same treatment 
that is accorded the Quebec incentive deduction; Ontario residents should 
not be discriminated against by the federal authorities simply because 


Ontario has entered into a tax collection agreement with Ottawa. 


Summary of Effect on Investor After Tax Cost 


Schedule One illustrates the after tax cost to an Ontario indivi- 
dual incurring mining exploration expenses under the present system, for 
the case where no OMEP grant is available, and the case where an OMEP 


grant is received. 


Schedule Two compares the after tax cost to a Quebec individual 
incurring qualifying and non-qualifying mining exploration expenses for 


the Quebec exploration account deduction. 


Schedule 3 illustrates the after tax cost that would result to an 
Ontario investor incurring exploration expenses in Ontario that qualify 


for the proposed Ontario bonus deduction. 
A number of observations are worth noting; 


- the after tax cost to the investor is approximately the same 
under the proposed bonus deduction as is the case if a full 
OMEP grant were available. The advantage of the flow-through 
system to the investor is that all, and not just some, of the 


eligible expenses would qualify. 


- the Ontario government's contribution to a particular expen- 
diture under the flow-through system costs less than a full 
OMEP grant for that expenditure, thus enabling Ontario to 


stimulate more expenditures at the same cost. 
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- the system would provide a 22% reduction in after tax cost to 
an investor investing in flow-through shares of a junior 
company exploring in Ontario (20.4 under the proposed system 
vs. 26.2 under the 'no OMEP' present system) compared to 
flow-through shares of a producing company. This advantage to 
the junior sector would help offset the many relative advan- 
tages enjoyed by more senior companies in the competition for 


exploration funds. 


Consideration of Cost/Benefit to Ontario for Providing Additional 
Incentives to Ontario Resident Individuals to MIncur Exploration 
Expenses in Ontario, Either Directly or Through Flow-Through Shares of 
Junior Companies 


A broadly based incentive such as that proposed above would cause 
more money in absolute terms to be raised by the junior sector for 
exploration in Ontario. To meet these new market opportunities, 


explorationists will redirect programs to Ontario. 


There are too many variables involved to permit any significant 
cost/benefit analyses, but it is apparent that the cost to Ontario of 


the proposed incentive program could not be excessive: 


(a) in the case of expenditures that would have been eligible for 
OMEP, the new system would reduce the cost to Ontario from 422% 


of the expenditure to only 29.1% of the expenditure. 
(b) in the case of expenditures that would have been incurred without 
the incentive and would not have been eligible for OMEP, the cost 


to Ontario would increase by 5.8% of the expenditure. 


(c) in the case of expenditures that would have been incurred by 


Ontario residents in Canada but outside Ontario, and are 
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redirected to Ontario, Ontario would gain expenditures in the 


province at a cost of only 5.8¢ on the dollar of expenditure. 


(d) in the case of expenditures that would not otherwise have been 
incurred, but are incurred in Ontario because of the incentive, 
the total immediate cost to Ontario would be 29.1¢ on the dollar 


of expenditure. 
The incentive would be directed to the junior resource sector, 


which has always been the sector that actually finds the resources 


that become major mining camps. 
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SCHEDULE 1 


Ontario resident individual - incurring 'grassroots' mining explora- 
tion in Ontario. Has sufficient income to utilize all income tax 


deductions against top rate income. 


No OMEP Full OMEP 
CEE incurred 100 100 
OMEP 2S 
CEE deduction 100 WS 
MED deduction 338}.5 8) DS) 
Total deduction W33)43 100 
Tax saving 
Federal (1986 budget) Shi pS) ORS SW) 
Ontario WH os SilZ 2, SV ey) Wire 
5 Ae HIRE Sri 
After tax cost O52 19.6 
Ontario assistance 3S MS 


Ignores any Alternative Minimum Tax effects 
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SCHEDULE 2 


Quebec resident individual - incurring ‘grassroots’ mining exploration 
in Quebec. Has sufficient income to utilize all income tax deductions 


against top rate income. 


Does not Qualifies 

qualify for for 

QEA QEA 
CEE incurred 100 100 
MED 3 5S) N58) 
Total federal deduction L353) 133.5 
Federal tax saving ~ 32.30 (1986 budget) 43.0 43.0 
CEE deduction 100 100 
MED Bono 
QEA 66.7 
Total Quebec deduction ion L60)7 
Quebec tax saving - 27.16% (1986) S662 45.3 
Total tax relief We 88.3 
After tax cost 20S ie 
Quebec assistance Oe, 2 MNS) 5 3) 


Ignores any Alternative Minimum Tax effects 
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SCHEDULE 3 


After tax cost if Ontario was to structure an additional 33 1/3% bonus 
deduction for Ontario exploration and the federal government agreed 


the reduced Ontario tax did not reduce CCEE for federal purposes: 


Ontario Qualifying CEE 100 
MED eye 
Total deductions shes) 


Tax saving 


Federal (1986 budget) BI 5 Qi 51055) 
Ontario IP /eroule/s DBS 
D424 1328 

Ontario bonus deduction; 35155 
Ontario exploration rebate @ iy as hae 58 
Total tax rceductions 79.6 
Pineranta xe COS DOG 
Ontario assistance TES) A 


48) = 


SECTION VII 
ONTARIO TAXES ON MINING AND RECOMMENDED CHANGES 


Ontario Mining Tax 


In the Ontario budget of October 24, 1985, the Treasurer proposed 
basic reform of the mining tax system, in particular removing the marg- 
inal rate scale (which certainly acted as a disincentive to investment) 
and instituting a flat-rate 20% tax. At the same time it was proposed 
that the profit allocated to processing (and thus not subject to mining. 
taxes) could not exceed 50% of the combined profit from mining and 
processing Ontario ores. This is clearly an unrealistic limit that could 
cause reduced investment in processing facilities. In a speech to the 
Ontario Mining Association in April of 1986, the then Minister of 
Northern Development and Mines announced that the limit for the profit 
allocated to processing would be increased again to 65% of combined 
profit. In the view of the Committee, the reforms proposed in the 1985 
budget together with the announcement regarding processing allowances, 
should result in a mining tax system in Ontario that is generally compe- 


titive with that of the other Canadian mineral producing provinces. 


We do have one recommendation. In our view a basic principle of 
taxation of new mines should be that an operator be able to recover his 
capital investment before cash flow must be used to pay taxes on income. 
This basic principle is followed in both the federal and Ontario income 
tax regimes. In Ontario, mining assets are eligible for a 100Z deduction 
for exploration and development expenses, and accelerated depreciation. 
This means that if an operator does no processing he will recover his 
capital investment before mining taxes become eligible. Where the 
economics of mine development require that processing assets be acquired 
in order to bring the property into production, investment in processing 


assets is just as much at risk as is investment in mining assets. We 


recommend that processing assets acquired for the purpose of bringing a 


new mine into production be eligible for accelerated depreciation. 


Ontario Corporate Income Taxes 


The following elements are common to all corporate taxation 


legislation in Canada. 


i Exploration and new mine development costs are 100% deductible with 


full carry forward for amounts not deductible in the year incurred. 


Lm Accelerated capital cost allowance deductions are available in 
respect of fixed assets acquired for a new mine or a major expan- 


sion of an existing mine. 


By Provincial mining taxes are not deductible in computing income 


subject to the corporate income tax. 


In the case of the federal, Quebec and Alberta systems, a formula 
resource allowance deduction is available that is intended to compensate 
for the lack of a deduction for provincial mining taxes. (In the case of 
Alberta, if the resource allowance does not provide full compensation, an 
additional deduction is available.) The resource allowance deduction is 
252 of defined production income--after operating expenses and capital 
cost allowance claims but before deductions of interest and exploration 
and development expenses. The treatment of interest is consistent with 
the concept that resource allowance compensates for denial of a deduction 
for mining taxes. Interest is generally not deductible in computing 
income subject to mining taxes. Interest does not erode the base on 
which the resource allowance is calculated. In contrast, the resource 
allowance concept provides a specific incentive to incur exploration and 


development expenses. Such expenses are deductible in computing income 
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subject to mining taxes but do not reduce income for purposes of the 


resource allowance: 


The federal, Quebec, and Alberta systems provide additional incen- 
tives for exploration, development and new mine asset acquisition through 
an earned depletion system. One third of eligible expenditures is added 
to the Earned Depletion Base. This base may be deducted to the extent of 
25% of resource profits (33 1/3% for Quebec income tax purposes) after 
the resource allowance and after exploration, development and interest 
deductions. This system of bonus deductions encourages expenditure and_ 


rewards effort. 


Ontario corporate income tax rules do not provide for the resource 
allowance and earned depletion deductions. Instead, defined mining 
production income is eligible for a 33 1/3% automatic depletion deduc- 
tion. The income eligible for this deduction is production income less 
operating expenses, capital cost allowance claims, interest expense and 
exploration and development expenses. The automatic percentage depletion 
deduction is viewed as compensation for lack of a deduction for mining 
taxes and a reduced effective tax rate that recognizes the high risk of 
mining endeavours. To the extent percentage depletion gives a lower 


effective tax rate, it rewards successful risk taking. 


It is apparent that the Ontario automatic percentage depletion 
system will result in a lower taxable income (than the resource 
allowance/earned depletion system) in the case of a mature mining company 
that does not devote a significant portion of its cash flow to explora- 
tion and development or debt servicing costs. However, for a company 
starting production, with unclaimed exploration and development costs and 
significant debt financing, the resource allowance/earned depletion 
system provides greater tax relief than the automatic percentage deple- 
tion system now in place in Ontario. Although the Committee tends to 


prefer a tax system that rewards success and not just effort, it also is 
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of the view that it is the start up situation that deserves and requires 
the greater tax incentives. Accordingly we recommend that Ontario 
consider adopting in its corporate income tax rules the resource 
allowance/earned depletion system that is in place in all other Canadian 


jurisdictions. 


Assistance to Financing of Preproduction Development Expenses and Acqui- 
sition of Depreciable Assets for New Mines 


The mechanism that permits individual investors to deduct both the, 
Canadian exploration expense and the related mining exploration depletion 
has substantially increased the funding available for exploration as 
described under the section on Flow- Through Shares. The 33 1/3% bonus 
deduction for mining exploration depletion applies only to expenses 
incurred for the purpose of determining the existence, location, extent 
and quality of a mineral resource. In general terms these expenses cover 
the search for and the proving-up of reserves to the point where a 
feasibility study has been completed and a decision made to bring a mine 
into production. It is at this stage that the junior mining company is 
again at a severe disadvantage compared to the major corporations. Both 
equity and debt funding are much more difficult for the junior company to 


raise. 


We have two recommendations for changes that would assist in the 
raising of ‘development’ funds. In order to be effective, both these 
recommendations require changes in the federal income tax legislation. 
Representations have been made to the federal government by industry 
associations requesting such changes. Since these changes would be of 
considerable assistance to the development of new mines in Ontario, and 
be particularly beneficial to the junior mining sector, it is the Commit- 
tee's view that Ontario should join with the industry in actively pro- 


moting these changes to the federal government. 
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Flow-Through Depletion for Development Expenses 


The first recommendation deals with preproduction development 
expenses incurred, after completion of the feasibility study, to bring a 
new mine into production. These expenses qualify as another category of 
Canadian exploration expense and are eligible for 100% write off against 
income from any source. These expenditures earn a one-third premium 
deduction for ‘earned depletion', but this earned depletion entitlement 
is only deductible against resource production and processing incomes. 
Preproduction development expenses can be flowed-through to individual, 
investors in the same manner as 'grassroots' exploration expenses, but 
since the related earned depletion also flows to the investor (who cannot 
deduct it because he has no production income) this mechanism has limited 
attraction. Our recommendation is that earned depletion generated by 
incurring preproduction development CEE be deductible from any source of 
income, in the same manner as mining exploration depletion. In our view 
such a change would free up considerable flow-through funds for 
development work and greatly stimulate the bringing of new mines into 
production. Such a change is widely supported by the industry as 
evidenced by its high placing in the survey results reported under the 


heading ‘Incentives for the Junior Mining Industry’. 


Income Debentures for Production Financing 


Bringing a new mine into production involves not only preproduction 
development expenses (such as sinking a production shaft, construction of 
underground working etc.) but also the acquisition of depreciable assets 
such as hoists, pumps, mining equipment, processing machinery and equip- 
ment and support facilities. Our second recommendation is that the tax 
system be revised to provide assistance in financing the acquisition of 
such depreciable assets acquired for the purpose of bringing a new mine 
into production, and, in particular, to assist in acquiring assets that 


qualify for inclusion in Class 28 for income tax purposes. In our view 


- 86 - 


the preferred mechanism would be the return of a special ‘income bond' 
with the proceeds of issue strictly limited to the acquisition of Class 
28 assets. The issuer of such an income bond could not deduct the 
interest thereon as an expense in computing income subject to tax and a 
holder of the bond would treat the interest received as a dividend for 
tax purposes. Such an instrument would allow the mine developer to raise 
funds secured by the assets and project cash flow at a significantly 
lower cost. It should be noted that government revenues deferred to the 
recipient by the dividend treatment of the interest would in time be 
recovered from operations since the interest is not deductible to the_ 
payer. The ultimate pay off in terms of new employment and wealth 


creation could be very substantial. 


SECTION VIII 
INCENTIVES FOR THE JUNIOR MINING INDUSTRY 


Summary 


The results from the first part of a questionnaire sent to junior 
resources companies asking how the Ontario government might improve the 
position of junior mining in the province are compiled below. On the 
basis of useable replies, the preference by far is to have the write-off 
for flow-through shares increased to 166%. Surprisingly, the elimination 


of capital gains taxes was the second most popular amendment. 


On the basis of 10 points for first choice and 5 points for second 
and third choices the results are as follows: 


lst me ks: 3! Total Times 
Choice Choice Tota: aba, hoya 3 


1. Increase the write-off for 390 95 485 58 
flow-through shares to 1662 

2. Eliminate capital gains taxes 100 100 200 30 

3. Permit flow through depletion 20 150 170 32 
allowance for development work 

4. Improve the tax and regulatory 100 70 170 24 
environment for junior mine 
financing 

5. Increase OMEP 80 85 165 Zo 

6. Provide grants for development 10 100 110 21 
work ® 

7. Reduce corporate and mining 30 40 70 11 
taxes 

8. Improve support services 10 Bs, 65 12 

9. Improve the data base 10 30 40 | i 

10. Provide a liaison person to 10 20 30 5 


guide companies through the 
regulatory process 


ete 


The incentive questionnaire was developed by the chairman after 
discussions with a number of junior companies on how the Ontario 
government might help to make them more efficient, active and competi- 
tive. As a questionnaire was being sent to all the 1985 OMEP users 
(274), the incentive questionnaire and the OMEP questionnaire were 
combined and sent out with a covering letter. In addition, it was 
distributed to approximately 30 other major companies and individuals not 
on the OMEP list. Four OMEP letters were returned due to incorrect 


addresses. 


The questionnaire was mailed out by the Ministry during the first 
week of March and distributed by the chairman at the Prospectors and 
Developers Association of Canada (PDA) convention in the second week. 
The first reply was received on March 18th and by April 18th, 94 replies 
WeaTemErecedi.cqun(o4 mou GchIOLEE SOOM Ornmanmollyauene tui) Only 76 forms were 


correctly completed and useable. 


The questionnaire was purposely designed with a one to ten priority 
rating in order to make the companies and individuals think about and 
prioritize the incentives. It is evident from the replies and from 
discussions, that many junior companies did not understand fully some of 
the incentives. Others that did not reply are perhaps satisfied with the 


present systems. 


Discussion of Results 


A questionnaire can be biased by the tone or wording or by the 
order in which questions are asked. An attempt was made to make the 
wording as neutral as possible and to disseminate the more likely popular 
incentives throughout the list of questions. As the questionnaire was 
going essentially to OMEP users, we expected that a popular incentive 
would be to increase OMEP and were a little surprised to find it end up 


fifth place. The very strong first place standing for an increase of 
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exploration write-offs to 166%, might have been a little lower if the 
question had been further down the list. However, as its points standing 
was more than double the next question and triple the next three ques- 
tions, and was included 58 times in the top three incentives, it is safe 
to say that the junior mining companies see this area as the best incen- 
tive. Flow-through shares only became popular in late 1984, but in 1986 
they will likely be responsible for at least $500 million of Canadian 
exploration. Without this source of funds the industry would be only a 
shadow of its former self and very few new mining projects would be 
undertaking exploration and development. For a more complete discussion, 
on increasing the depletion allowance, see the section on flow-through 


financing. 


Eliminate Capital Gains Tax 


The strong second place standing for the suggestion to eliminate 
capital gains taxes was surprising because of the number of other strong 
incentives listed and the current lifetime exemption of $500,000. The 
rationale must be a combination of: (1) high expectations by many junior 
companies that they will be successful; (2) that the exemption would 
provide better incentives, especially for flow through investors; (3) a 
general dislike of capital gains taxes; and (4) that promotors do not 


want capital gains treated like income without exemptions. 


We believe that an Ontario capital gains tax would greatly discour- 
age the raising of risk capital, keep promoters from returning to 
Ontario, discourage flow-through share financings and provide negative 
income to the province (from the junior mining sector). However, an 
Ontario capital gains exemption that extended beyond the Federal exemp- 
tion would encourage the raising of risk capital in Ontario. A total 
exemption for capital gains tax on Canadian securities could be tied to a 


hold period of about five years. 
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Flow-Through Depletion for Development Costs 


The Committee did not expect junior exploration companies would be 
very concerned about flow-through depletion for development work. 
However, a number of them have projects beyond the exploration stage and 
are certainly experiencing difficulty in raising development money. It 
is at this stage that a junior company often has to give up control to an 
integrated company that can write-off the development expenses against 


other income. 


Even though flow-through depletion for development work falls under 
federal jurisdiction, the Committee decided it is important to advocate 
the needs of the junior mining industry in this area to the province 
because federal authorities usually blame the provinces for not wanting 
to implement this incentive. We understand that Quebec is seriously 
considering flow-through depletion for development costs and if Ontario 
would back it as well, the issue should get more attention from Ottawa. 
Some members of our Committee expressed concern that flow-through deple- 
tion for development might draw money away from exploration. However as 
evidenced from our survey, other meetings and PDA representations, the 


exploration industry is solidly behind the proposal. 


Improve the Tax and Regulatory Environment for Junior Mine Financing 


One of the reasons for the lower level of concern shown for this 
item could be that many of the companies were Vancouver based and already 
have an excellent regulatory and financing environment. On the basis of 
our meetings and discussions with Ontario based companies, the lack of 
any Ontario risk capital market was a major concern. The present govern- 

ment has recognized the problem and one of the principal reasons for 
this study is to improve these conditions. Improved financing conditions 
and other incentives should keep money in Ontario and _ stimulate 


development of mining operations in Northern Ontario. 


Increase OMEP 


Twenty-five replies listed this incentive in the top three choices 
which was not too surprising as the survey went primarily to OMEP appli- 
cants and the second part of the survey listed a number of possible 
improvements. There was general agreement from industry that the most 
efficient incentive would be to increase the flow-through depletion 
allowance and eliminate OMEP. Because Ontario does not have a separate 
income tax system for individuals, any tax-based incentive requires the 
agreement of the federal government and changes to the "purple page". 
form. It appears preferable at present to provide additional incentives 
through the OMEP system and a number of recommendations are contained in 


that section of the report. 


Provide Grants for Development Work 


The strong support for this incentive was surprising. Quebec has 
successfully used grants to push marginal projects into production. The 
approach there has been to provide up to 18% of the cost of a major item 
such as a shaft or mill as an outright grant. Quebec claims that since 
about 80% of the funds for the projects are spent locally, it has a net 
benefit on its investment within the first year along with the added 
benefit of long term jobs and taxes from the company project. However, 
recently Quebec has been studying a move away from grants to a 
flow-through share system for development expenditures. Ontario should 
consider both possibilities and again, because of the absence of a 
separate tax collection system, the grant process would be the easiest to 
implement. The Ministry could set aside $25 million in a special fund 
that would pay up to 18% of new projects and thereby encourage the 


development of new mining projects in Northern Ontario. 
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Improve Support Services and Improve the Data Base 


While the last four incentives did not receive substantial support 
in the survey, we know the tremendous value of a good support service and 
data base from discussions we've had with industry over the past three 
months and from our own experiences. Perhaps if these two items had been 
combined, they would have attracted more attention. We believe that both 
of these items are essential and have discussed specific recommendations 
in a separate section. According to information provided to our Commit- 
tee the Ministry has already started to implement positive changes in ~ 


mining recorders' and regional geologists' offices. 
The main emphasis on the data base should be: 


(a) increased geological mapping and remapping 
(b) additional regional geophysical and geochemical surveys 
(c) compilation maps 


(d) the electronic storage, retrieval and transmission of data. 


Reduce Corporate and Mining Taxes Below the Level for Other Industries 


Although our study on comparative taxation has shown that the tax 
load on a mining operation in Ontario is generally the highest or near 
the highest in Canada, taxation matters were not a major concern in our 
survey. Either most of the companies were a long way from being taxable 
or they don't mind paying high taxes if they are making a profit. The 
government has started to address this issue by lowering the high marg- 
inal mining tax rates and promising to restore the processing allowance 
back to 65 percent. As shown in the comparative taxation section, 
Ontario is currently not competitive with Quebec (on taxes and many other 
incentives). Therefore depending on the amount of new front-end incen- 
tives instituted, the province should try to marginally lower its total 


tax level. 
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Provide Liaison Person to Guide Companies Through the Regulatory Process 


This suggestion attracted little attention, probably because while 
such a person could be helpful, its not a material benefit. Also most of 


the junior companies are currently only carrying out exploration work and 


have yet to face the regulatory mazes. 
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SECTION IX 
REVIEW OF OMEP 


Introduction 


The Ontario Mineral Exploration Program (OMEP) was introduced in 
September 1980 to encourage mineral exploration in Ontario and replace 
the Mineral Exploration Assistance Program (MEAP). Under OMEP, grants 
and tax credits of up to 25% of eligible exploration expenses (to a 
maximum of $500,000) are available to individual entrepreneurs, junior, 


exploration companies and other non-mining companies. 


The purpose of the program was to act as a catalyst, by providing 
part of the risk capital, for the exploration and development of new 


mines in Northern Ontario. 


From September 1980 to March 31, 1986, 1,513 programs have been 
designated for OMEP assistance amounting to $359 million in planned 
exploration expenditures. Only 920 of these programs have been completed 
representing total exploration expenses of $152 million of which OMEP 
contributed $30 million. This investment has created 379,000 person-days 
of employment generating $42 million in wages and the spending of $56 
million in goods and services and $66 million in diamond drilling 
(753,000 metres). To date, OMEP has financially assisted 28 companies 
which have partially developed ore deposits with production potential in 


the foreseeable future (OMEP staff estimates). 
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OMEP Questionnaire 


As part of the Committee's work on junior mine financing and the 
competitive position of Ontario in the mining sector, a two part ques- 
tionnaire was mailed out to companies. The second part of the question- 
naire dealt with OMEP and all 270 companies and individuals that had 
received an OMEP grant in the last year, received a copy. In addition, 
approximately 30 other companies and individuals were given the question- 
naire and representatives of 12 companies were interviewed. The 


questionnaire is included at the end of this section. 


A major questionnaire and interview survey to evaluate OMEP had 
been completed by Bullock Engineering Corporation in early 1984. This 
five page survey covered 27 prime questions and numerous sub-questions on 
the operation, effectiveness, problems, etc. of OMEP and solicited 


comments and recommendations to improve the system. 


Most respondents appeared to be quite satisfied and happy about the 
operation of OMEP. The survey was quite complete and we saw no reason to 
re-assess most items. However, a number of changes had occurred in the 
intervening two years including a turnover of staff, a reduction of the 
number of programs from three to one per year, a tight budget, and 


flow-through share funding, all of which were causing some problems. 
Discussion of Results 

As expected, the major companies generally do not consider OMEP 
important and apply for it only to please their shareholders. Most of 
the junior companies and individuals surveyed, consider OMEP important 


but in need of improvement. 


The Committee presents the following comments and recommendations 


based on 83 questionnaires and 12 interviews. 
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The users of OMEP rated OMEP's administration as follows: 


Excellent - 14%; Good - 472; Fair - 20% and Poor Needing Improvement - 
16%. Ten replies that gave a rating of good or fair also added that 


improvements were necessary. 


The responses to the four questions on whether any or all of the 
proposed changes would effect their exploration plans in Ontario were as 
follows: 

54 replies (65%) favoured changing OMEP from a tax credit to a 

grant with a faster payout. The most common complaint we received 

was the long time delay (up to two years) from the time of expendi- 


tures to the receipt of the rebate. 


56 replies (67%) favoured a payment of 50% upon official notice by 


the company that the expenditure has been made. 


38 replies (46%) wanted no proof of ability to fund programs before 
applying while a substantial number were worried about frivolous 
applications. This requirement is obviously a problem area as a 
number of individuals and companies have expressed their dissatis-—- 
faction with having to provide audited statements or letters from 
their bank managers confirming their financial abilities. Many 
small companies don't have all their funds raised early in the 
year. In addition, because of the inability to add to a program 
during the year, an applicant must submit a maximum program (as he 
is encouraged to do by staff) at the beginning of the year. weade 
for planning purposes, we see a reason for this requirement, the 
government loses nothing if the program does not go ahead and we 


suggest it be substantially relaxed. 
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59 replies (742) were in favour of returning to the three programs 
per year limit. A number of replies suggested two programs which 
would certainly be sufficient for most junior companies. Under the 
current rules, companies have to gamble early in the year on which 


program might be successful and require the largest expenditures. 


When asked whether the elimination of OMEP would effect their 
exploration plans in Ontario, 64 replies (83%) indicated that it 
would. 

While there has always been a number of improvements possible with 
OMEP, the recent dissatisfaction is probably caused by the follow- 


ing factors: 


1. The change from three programs to one program per year without 
prior notice. » Manyscompaniess,findimate disticum fto, predict 


which property will be most successful and require funding. 


2. Budget restrictions which have led starf to discourage appli- 


cants and/or be more bureaucratic with them. 


3. The increased use of flow-through shares and the requirement 
that the grant flow-through to the investor (often expensive 


and difficult to administer). 


4. The retirement and turn-over of experienced staff with new 


staff "following the rules". 


Recommendations for Improving OMEP 


As detailed in the section on flow-through shares, industry 
believes the most efficient manner to deliver incentives is through the 


tax system via flow-through shares. However there appears to be cur- 
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rently 


sufficient flow-through dollars available so the Committee 


recommends the following changes be made to OMEP in order to make that 


program more efficient, positive and useful for junior companies. 


ane 


Consider changing OMEP rules to specifically target the junior 
resource sector. In 1980 it was perceived that producing 
companies had a significant exploration cost advantage over 
non-producers since a producing company was able to obtain full 
tax? irelief;* in’ particular (Ontario mining “tax* relief, for the 
expenditure. The OMEP program was introduced to redress this, 
imbalance by lowering the cost of Ontario exploration to 
persons not having production in Ontario. Accordingly, OMEP 
incentives are only available to persons not actively engaged 
in mineral production in Ontario. An eligible corporation is 
one that has not conducted mining operations in Ontario for at 


least two preceding years. 


A major corporation that has producing mines outside Ontario 
qualifies for the OMEP incentive, as does a major oil and gas 
producer. Furthermore, if a corporation with production in 
Ontario funds exploration in Ontario by issuing flow-through 
shares, it appears the investors incurring exploration expenses 


in consideration for such shares would qualify for OMEP grants. 


It is the Committee's view that the availability of flow- 
through share funding to any large corporation reduces its need 
for OMEP assistance. Given the limited resources available to 
the province to provide incentives for exploration in Ontario, 
the Committee recommends’ that eoactderacies be given to 
changing the OMEP program to focus the incentive on the 
explorationists that most need the funding - the junior 
resource sector. This might be accomplished by providing that 


a corporation not be eligible for the incentive if it, together 
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with any corporations with which it is affiliated, had aggre- 
gate gross revenues in excess of $10 million in 1986 dollars in 
the year preceding the application for approval of an explora- 
tion program. Also, if a corporation is not eligible for the 
incentive under this new limitation, then investors in flow- 
through shares issued by that corporation would not be eligible 


for OMEP grants. 


Improve the flexibility and scope of the program by allowing an 
applicant to apply for two programs (until recently three, 
programs were allowed). At present, an applicant has to gamble 
at the start of a year on which exploration program might meet 
with success. Depending on results, an applicant should be 


able to amend a program at least once during the year. 


We understand that the current budget of $8 million is already 
allocated and recommend a substantiai increase in the order of 
100%. The Committee also recommends that the increased funds 
be available only to junior companies and individuals and that 


the maximum amount be limited to $250,000. 


When applying for OMEP applicants should have the option of 
requesting a grant rather than the tax credit which eventually 
ends up being a grant. This approach should speed up and 
simplify the rebate process that now takes up to two years to 
process. Also, half of the grant should be reimbursable within 
30 days of the Ministry receiving a sworn statement to the 
effect that the program has been carried out and the money 
spent. The other half should be payable 30 days after the 


report is submitted in satisfactory form. 
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The program should be administered in a positive and cooper- 
ative manner (regarded as a joint venture) and not as an income 


tax or security commission matter. 


A joint committee should be set up with industry (P.D.A.) to 
constantly review OMEP procedures as well as to streamline 
forms and accounting requirements so that they more closely 


adhere to industry practice. 


The requirement to prove the capability to finance a full, 
program prior to application should be substantially softened 
or eliminated. If the company or individual is unable to raise 
the funds, then the program will not be carried out and no 
rebate is paid. Most junior companies do not have their full 
year's exploration budget on hand at the start of a year, so 
this requirement is often difficult to fulfill. The depart- 
ment's concern about companies raising money on the basis that 
the government has approved the program is not material and can 


be covered by a typical disclaimer. 


The flowing-through of OMEP grants to shareholders has caused a 
number of problems and is also leaving companies short of 
working capital. With the proposed federal changes to the 
liability section of flow-through shares, a company will now be 
able just to renounce the tax write-offs to its shareholders. 
Therefore, the company could be credited with the expenditures 
and receive the OMEP grant rather than being required to pass 
it through to its shareholders. We would like to see the act 
changed to permit the company (at their option) either to keep 
the refund for working capital or flow it through to their 


shareholders. 
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However, unless the proposed federai changes are amended, an 
additional problem will lie in the federal tax department's 
treatment of the OMEP refund--which will likely be a reduction 
of investors' write-offs. Therefore, Ontario should consider 
permitting companies to use at least half of the grant for 
Management costs which don't incur depletion credits. ite 
should lobby Ottawa to amend the rules that reduce the federal 


exploration write-offs by the amount of the grant. 


9. OMEP staff should be able to check with their own) Ministry. 
regarding the registered ownership of claims. We had reports 
of cases where clerks said they were too busy and required the 
company personnel to obtain the certifications. This is a 


small item and just one example of many frustrations. 


OMEP Comments 


The following comments (essentially unedited) were sent by OMEP 


users along with the questionnaire. The reader should keep in mind the 


human frailty to complain more than compliment. Many satisfied users 


undoubtedly didn't bother to return the questionnaire with their com- 


OMEP is a financial boost for hard-pressed, straight-forward pros- 


pectors ~ also an emotional accelerator. 
The above questions have identified the main problems. Proof of 
funding slows down applications. Most problems are the time 


involved in applying, getting approval, and obtaining payment. 


The presence of OMEP grants has no real effect on exploration 


decisions. The existence of the program only partly compensates 
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for the difficulties of dealing with the regulatory climate in 


Ontario. 


OMEP has a bad habit of losing documents. I have on 3 occasions 
had to replace paperwork that has been lost or misplaced or that 
they can't be bothered to look for. If you complain, your appli- 


cation goes to the bottom of the pile. 


OMEP payments should always go to the company to cover overhead 


charges. 


Eliminate quarterly reports. 


Would appreciate better dialogue between applicant and government 
efficialss oTooi ceften? letter. off ‘refusal"*or® partial refusal ior 


rejection without proper discussion. 


OMEP's insistence on devaluation of equipment on basis of 12 months 
depreciation while allowing only number of days in actual use is 
grossly unfair. e.g. If depreciation allowance is for 130 days, 
equipment should only be devalued by that amount and not for 365 


days as currently demanded. 


General lack of experienced explorationists with OMEP - private 


empire rather than service for the industry. 


It's not bad - any major "improvements" could result in broad scale 


abuse and cancellation. 


The pay-out time is currently excessively long in our-experience. 


Efforts should be made to streamline the administrative process. 
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The limit of one project per company is unfair to larger companies 
with many projects. Perhaps one eligible project per $1/4 million 


exploration expenditures would be more equitable. 


The increasing amount of administration required of the OMEP 
recipient makes the program less and less beneficial for the 
smallest operators, i.e. those who would be relatively more bene- 
fitted by the program and to whom the program was initially most 
oriented. 

This rigid requirement has crippled our project for the third 
consecutive year: investors are encouraged by the prospect of a 
share in the OMEP payback, but require proof of this before decid- 
ing to risk money. OMEP requires proof that the money is there 


before approving. 


There is a problem with OMEP grants for small exploration com- 
panies. Only allowed one application per property per year and 
funding must be in place before application. if the mineral 
discovery is made, additional funding is required quickly and OMEP 


grants may not be eligible. 


Perhaps allow work to continue for 1 or 2 months after "year end" 
to help companies with awkward year-ends or winter work programs. 
Proof should include such things as private placements or joint 
venture deals under negotiation or public financings at least where 


preliminary prospectus has been filed. 


If OMEP is retained, the benefit should be payable to the applicant 
and not flowed through to the purchaser of shares. This would be 
simpler and would still give the investor more "Bang for his buck" 
by allowing more work to be accomplished rather than just a tax 


saving. It would be a more productive financing method. 
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- Our company hires and supervises its own field crews in geology and 
geochemical surveying. Help us to find a way to reduce the number 
of receipts (less than $10.00) that must be photocopied and submit- 


ted to OMEP for proof of expenditures. 


= Over the last year the bureaucracy at OMEP seems to have increased. 


- The applicants should be screened and those with no anticipated 
taxes to be paid should be reimbursed with a straight grant within 
60 days, i.e. the reimbursement should not be tied to filing of, 
corporate income tax if the applicant makes a declaration that it 


will not be taxable at the time if applying for OMEP designation. 


- The Ontario government to this point has endeavoured to support 
exploration realizing the wealth created for the province, however, 
they must increase their support to maintain a leadership position 
and keep exploration in the province and stimulate development of 


promising prospects. 


- The OMEP program in lean times has made the difference between 


holding ground and letting claims expire without any development. 


- OMEP: I had to make my mind up in a hurry to save nearly $3,000 
and had a survey done. I put in for OMEP and they refused the 
grant on account of not having had the permission first from the 


office. 
- OMEP just kept coming up with excuses not to give the money to us. 
In addition to the questionnaire about a dozen companies and individuals 


were interviewed concerning OMEP and possible improvements. The more 


pertinent comments are listed below: 


2$05.- 


(a) 


(b) 


(c) 


(d) 


(e) 


generally good, but lately very bureaucratic and very slow. 


OMEP only provides nickels and dimes on a junior clerk's dis- 
cretion. In Quebec, the deputy minister visits you to determine 


what help they can provide. 


OMEP shouldn't require the extreme proof of funding (knowledge of 


individuals bank accounts, etc.) they currently insist on. 


need a faster payout and acceptance of reports prepared for. 


assessment purposes and more practical forms. 


on flow-through financing, clarify who receives OMEP, the company 
or the shareholders. There was a lot of concern on this issue and 
many companies pointed out the time and expense involved in trying 
to forward on small refunds two years later. Most people surveyed 
thought that the grant should be optional by the company and 
pointed out the great need for administrative and property acquisi- 


tion funds. 
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OMEP Questionnaire 


In order of priority (1 being highest) please try to rate what actions 
the Ontario government might take to improve the position of junior 
mining in Ontario. 


increase the write-offs for flow through shares to 1662 


reduce corporate and mining taxes below the level for 
manufacturing, financial services etc. 


increase OMEP - see separate questionnaire as well 
improve the data base 


provide grants for development, like Quebec 


permit flow through depletion allowance for development work 
(CUD .E,) Silliar torexploration «(GlE.E:.)) 


eliminate capital gains taxes 
improve support and technology (like Quebec) in order to provide 


better services in the mining recorders and regional geologists 
office 


provide a liaison person to guide companies through the 
regulatory process 


in general improve the tax and regulatory environment for junior 
mines financing 
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OMEP Questionnaire, cont'd 


Recent changes in the administration of OMEP and the use of flow through 
shares. have caused problems with OMEP for some companies. If you have 
used OMEP within the last year please rate your experience with it: 


= ExceLient ——- Good emn EE RS 
Needs OMEP OMEP Application 
Improvement Not Used Rejected 


Please check the box if any or all of the following changes would 
materially effect your exploration plans in Ontario. 


—— A change from a tax credit to a grant and faster pay-out. 


A payment of 502 as soon as the company gives notice of 
expenditure. 


—— No proof of ability to fund program before applying 


—— Increased funding with limit increased to 3 programs. 


—— Other 


Would the elimination of OMEP effect your exploration plans? 


— Yes ———= NO 


Additional Comments: 
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SECTION X 
ONTARIO GEOLOGICAL SURVEY AND GEOSCIENCE DATA BASE 


Introduction 


As part of the Committee investigation of ways and means of im- 
proving Junior Resource Company financings in Ontario and reviewing the 
competitive position of mining in Ontario, the chairman carried out a 
short study of the Ontario Geological Survey and the geological data base 
in Ontario. Input was requested from companies and individuals involved, 
in mineral exploration in Ontario and discussions were held with 0O.G.S. 
people and budgets were reviewed. Recent studies of the 0.G.S. were 
helpful. The Canadian Geoscience Council report entitled "Evaluation of 
the Ontario Geological Survey" dated February 1985 and two detailed 
questionnaires compiled and published in 1982 and 1983, provided valid 
input into our study. While we included their recommendations and a 
portion of the questionnaire results in the report, (Table 1 and Chart l 
- B.1), the complete report may be reviewed by those readers interested 


fie thewrole™ otecehnerOnGeo. 


In addition, a new committee advises the 0.G.S. of industrv's needs 
and directions. Because of these committees’ activities and also due to 
our involvement in other prime areas, we only performed a cursory review 


OpechelOrGHs. and the DataBase. 


The hew Mining Act is of prime concern to industry and should be 
implemented as soon as possible. Again, committees of the P.D.A. and the 
Ontario Mining Association as well as various companies are reviewing and 


advising. 
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Recommendations for the 0O.G.S. 


dee 


ae 


Budgets 


While recognizing the needs for government restraint in spending, 
we are concerned about the decrease in current dollar operating 
funds from $2.7 million in 1977-78 to $1.6 million for 1985-86. 
Much additional geological work remains to be done and geologists 
should be in the field mapping and re-mapping. At the minimun, 
these funds should. keep pace with inflation. We cannot over-_ 
emphasize the importance of a good geoscience data base to assist 


exploration. 


Rolesmor they OnGroemand sDastisct Geologists 


In recent years the roles of these two groups have not been well 
defined and various conflicts have arisen. We understand that this 
problem is currently under review and hopefully, workable plans to 
coordinate the activities of these two groups will be forthcoming. 
The district geologist can perform an important role in compiling 
data, examining properties and staying current on the activities 


in his area. 


The Committee recommends the expansion of the current Resident 
Geologist program in order to complete a data compilation on a 
1:20,000 scale of all available geoscience data plus interpre- 
tations. In conjunction with industry a priority list of areas 
should be drawn up and budgeted for completion in about three 


years. 
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PrivatecatitonwobnO.G.o.mioeLvices 


This privatization should be limited to those functions best 
carried out by commercial enterprises or academic institutions. 
Those services include drilling, airborne geophysical surveying, 
printing and publication of maps, and reports and research of the 
type that is currently being sponsored in Ontario universities as 


part of the Ontario Geoscience Research Fund grant program. 


Geoscience Data Base 


Moststof?! the exploration: scommunity = is\\im favour® of *the 0:G.S. 
expanding the geoscience data base. While geologic mapping and 
re-mapping of greenstone belts is a top priority, regional geophy- 
sical and geochemical surveys are also very important. The Quebec 
government Input surveys have been responsible. for several new 


discoveries over the last decade. 


The Committee would like to see the O.G.S. (in consultation with 
industry) prepare a priority list of areas to be (re-)mapped at 
1:20,000 and 1:100,000. After the lists have been prepared and 
agreed upon, the 0.G.S. should be staffed and funded in such a way 


that this program can be accomplished within ten years. 


The 0.G.S Technical Liaison Committee 


2 


The current review committee should be encouraged to take an active 
role in evaluating and advising on 0.G.S. activities. The chair- 
man of the committee should come from industry. Also the 1985 
report prepared by the Canadian Geoscience Council should be 
utilized. The budgets of the various sections should be reviewed 


by this proposed committee. 
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6. Location of Services 


Approximately 70% of the clients of the 0.G.S. are in Toronto so 
that geographic diversification of the 0.G.S. away from Toronto is 


undesirable. 


Recommendations On Other Technical Matters 


i Implement the new Mining Act. After 1/7 years of study it is time 


to get the new Act in place. 


oe Complete the metrification process which should include: 


(a) metric claim sizes - 400 meters x 400 meters. 


(b) claim maps 1:50,000 scale - on computer so they can be updated. 


(c) old geologic maps photoreduced or expanded to a metric base. 


Se Use modern technology for information storage, retrieval and 


transmission. This should include: 


(a) claim information computerized as in Quebec. 
(b) Fax transmission system in regional offices. 
(c) geological, geochemical and geophysical files should be compu- 


terized. 


4, Get assessment work on a dollar basis as in the new Mining Act. At 
present there is a 15 times difference in favour of Quebec in the 
amount of yearly assessment work required. Assessment files at the 
Grenville St. office need improvement and we are told that the 


micro fiche files are very difficult to use. 
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Since the Quebec government has been the leader in both fiscal 
incentives and technical support for the mining industry, we 
recommend that Ontario review and copy their programs. The Quebec 
government spends from $8 to $10 million per year to improve the 
geoscientific data base and approximately $2.5 million per year to 
process claim records, assessment files etc. onto a computer base. 
These programs provide excellent support to the exploration 


industry. 
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Client View of "Essential" OGS Services 


TABLES 


vs 


OGS Expenditures on these Services 


OGS Service 
Regarded as "essential" by 


Geological Mapping 

Assessment Files 

Resident Geologists Services 
Geophysical Mapping 

Library Services 

Exploration Technology R & D 
Core Storage Libraries 

Mineral Deposits Inventory Studies 
Geochronology 

Geochemical Mapping 

Indexing Services 

Open House/Seminars 
Metallogenic Research 
Aggregate Resources Inventory ° 
Analytical Technology R & D 


All 


respondents* MME ** 


78% 
a2 
49 
4) 
Be) 
22 


* Metallic Minerals Explorationists 

** excluding add-on funds from BILD, DREE, MNA except where noted. 

(1) includes expenditures on "indexing services" which may be regarded as integral 
to maintaining assessment records. 


(2) the responsibility for managing and a 
; Regions, and not with the OGS. 


DREE- 


(3) money for this program is provided by BILD. 


(4) included in cost of maintaining assessment records. 


88% 
81 
62 
31 
33 
23 
19 
20 
13 
21 


OGS Core 
Expenditures* * 
1982-1983 


$1,482,000 
287,000 (1) 
(3,317,000 (2)) 
805,000 
208 ,000 
(1,000,000 (3)) 
(1,600,000 (3)) 
540,000 
56,000 
114,000 
(4) 
6,000 
46,000 
148,000 
741,000 (5) 


dministering this program lies with the 
Sources of revenue include MNA and 


(5) includes analytical support services for OGS and resident geologists. 
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Ontario Geoscience Data Base 


Introduction 


Dr. Alan Coope in his address to the 42nd Provincial Mines Minis- 
ters Conference in Charlottetown in September 1985 stated "Geological R & 
D and exploration technological development are the long-term underpin- 
nings of the Canadian mining industry's competitive existence. Support 
of this activity is essential to the country's economic growth, the 
creation of new job opportunities and the maintenance of Canada's out-_ 
standing reputation as a mining nation. They must not be ignored or 
de-emphasized as the industry skillfully tackles the short term issues of 


ehe@ucda vices 


The following discussion on the Ontario Geoscience Data Base as it 
relates to the mineral exploration industry was drafted by Dr. Vic Milne, 
Director of the 0.G.S. The recommendations after the various options are 


those of the Committee. 


The general parameters of an Ontario Geoscience Data Base should be 


as follows: 


(a) the information should be current scientifically and historically 


and easily accessible, 


(b) a comprehensive overview of all information, by area of interest 


should be available and, 


(c) when required, guidance from staff familiar with the information 


should be available. 
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Background 


Organization of the geoscience functions of the Mines and Minerals 
Division has evolved over the years to meet these requirements. The 
complementary elements of the Ontario Geological Survey--largely respon- 
sible for generating a scientifically current map and information base 
for the Province, and the Resident Geologist program--principally respon- 
sible for comprehensive knowledge, summary and promotion of area mineral 
potential, can effectively respond to these needs if properly coordinated 
and supported with adequate resources. Realignment and consolidation of. 
the Mines units within the new Mines and Minerals Division should improve 


program coordination and efficiency. 


To effectively provide geoscience data in support of exploration in 
Ontario, the Mines program must be able to combine ongoing in-house 
expertise in geoscience specialization (0.G.S.) and area specialization 
(Residents Program) with short term responsiveness to issues and explora- 
tion rushes. Within the last decade the geoscience program support has 
shifted from predominantly ongoing base support to predominantly short 
term reactive support, in that almost two thirds of the geoscience 
program budget is in the form of add-on program funding (see Budget 


Tables’). 


As identified in the Canadian Geoscience Council audit (1984), 
progressive reduction of basic support for the program in the previous 
Ministry by about 50 per cent in real dollar terms, distorts the priori- 
ties and undermines the long term skills investment in the 0O.G.S. ana 
Resident programs. This trend should be reversed and an appropriate 
balance of support provided between geoscience data base generation and 


promotion, and issue responsiveness. 


In contrast to Quebec the promotional role of the Resident Geolog- 


ists in the regions appears to have been muffled to some degree in the 
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past by its parallel conservation role. It is hoped that the development 
thrust of the new Ministry will translate into more proactive promotional 
activity in the form of comprehensive area data compilations and show- 
casing of area highlights and potentials. It is recognized that this is 
a difficult role to carry in some respects without encroaching on private 
sector consultant activities and in maintaining government impartiality 


and credibility. 


Geoscience Data Base Program 


Overview 


Polls indicate that the prime interest of the exploration industry 
in the geoscience data base is in scientifically current maps and 
reports, up-to-date information on mineral deposits, their geological 
relationships and exploration history, and comprehensive summaries of 
data by areas of interest. This requires that the geoscience data base 
be continually reviewed and updated. The Canadian Geoscience Council 
report indicates that the current rate of review is inadequate and 


recommends re-mapping for example, at least every 20 years. 


To tackle the entire Province in this way without very major 
expansion of staff and funding is impractical but a program based upon 
commensurate base support in staff and budget, and a strategically 
planned program based upon priorities and potentials can maintain 
Ontario's resource potential competitiveness with other provinces and 
countries. Hot spots and issues can be addressed in this process by 


short term 'add-on' initiatives. 


As noted above, up-to-date information is essential but ease of 
access to that information for tne exploration industry is also critical. 
As the volume of information increases, informed summary and compilation 


of area information by Resident Geologists becomes increasingly important 
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and one to one transfer of detailed data becomes inefficient and 
impractical; computerized management of data is becoming. increasingly 


essential. 


Systems development in management of geoscience and exploration 
information should be aggressively promoted and supported. Because users 
will not all be ‘computerized’ to the same level, a government system of 
information access will have to be a mixed system in order to provide the 
flexibility of service required by clients ranging from major companies 


to individual prospectors. 


Junior companies and prospectors are also interested in the mainte- 
mance of a healthy level of research and development in exploration 
techniques in the private sector and universities. Geophysical, geo- 
chemical and geoscience concept and model research, and deposit testing 
through analytical and bench testing support are of significant value in 
encouraging exploration efforts. Programs such as the Ontario Research 
Grants in support of applied university research, and the Exploration 
Technology Development Program which jointly funds research in the 
private sector, etc., have been successful in focussing research on 


specific Ontario problems. Support in these areas should be maintained. 


The educational component of the mining program has largely disap- 
peared in the Resident and Survey programs in the last decade due to 
shrinking support. The industry is concerned that government and the 
private sector put significant effort into informing the general public 
of the value of mineral commodities in their lives and of the economic 
benefits derived by the Province from the exploration and mining indus- 


tries. 
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Other Strategic Considerations and Recommendations 


Basic mapping coverage, geoscience acquisition and efficient 
transfer of information to users are the basic ingredients of the geo- 
science program and should have strong on-going support, but other 


strategic considerations include: 


ue Limit mapping update to accessible areas and existing mining camps, 
or extend also into more remote high potential areas needing higher 


flying cost support e.g. volcanic belts: 


North of Red Lake - Pickle Lake 
Partridge River -— Detour Lake 


James Bay Lowlands etc. 


Recommendation: A mixture of both categories is recommended. The 
Committee would like to see the 0O.G.S. (in consultation with 
industry) prepare a priority list of areas to be (re-)mapped at 
1:20,000 and 1:100,000. After the lists have been prepared and 
agreed upon, the 0.G.S. should be staffed and funded in such a way 


that this program can be accomplished within ten years. 


26 Focus mapping and mineral deposit studies on the basis of commod- 


ities, e.g. 


= maintain a major effort on gold areas and/or increase efforts 


on platinum group environments; 


= tackle the large, relatively unmapped granitic areas which may 


host lithophile elements such as Be, Cs, Sr, W, R.E.E.'"s etc.; 


= expand efforts in the search for ceramic base commodities in 


anticipation of future 'cermet' technology. 


- 120 = 


predict commodities. 


Recommendation: Keep work general because it is difficult to 


Introduce Airborne Electromagnetic surveys and regional geochemical 


surveys as an on-going component of the base program. 


Recommendation: Recommended. 


Provide a more comprehensive system of area information compila- 


tions/folios in the Resident Geologist program. 


Recommendation: The Committee 


recommends the expansion of the 


current Resident Geologist program in order to complete a data 


compilation on a 1:20,000 scale of all available geoscience data 


plus interpretations. 


In conjunction with industry a priority list 


of areas should be drawn up and budgeted for completion in about 


three years. 


Expand programs related to exploration methods studies e.g.: 


- case histories; 


= regional structural analysis; 


= Quaternary mapping 


areas; 


in 


support of 


exploration in overburden 


= geophysical overburden sounding technology; 


- incorporation of remote sensing techniques into mapping and 


mineral potential evaluation studies. 
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Recommendation: All these categories are important to the explora- 


tion community. However the 0.G.S. should only compliment and not 
duplicate the activities carried out by industry. The geophysics- 
geochemistry division should not be in the instrument testing 


business. 


Increase exploration/mineral development technology support: 


- continue support of the Exploration Technology Development 


Program (ETDP); 


= expand government services in analytical, mineralogical and 


metallurgical support to industry; 


- expand geophysical and geochemical test-range facilities. 


Recommendation: The Exploration Technology Development Program 


support should be continued. The other two items are probably 


adequately covered by industry. 


Reintroduce regional prospector's classes and make mining and geo- 


science resource material available to schools. 


Recommendation: Worthwhile if budget permits. 
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Budgets 


The 0.G.S. Base Program funding in 1977-78 totalled $5.2 million and 
in 1985-86 is $5.7 million in current dollars. In these eight years, 
despite staffing reductions, progressively increased salary costs and de- 
creased operating funds have resulted in a shrinkage in current dollars 
from $2.7 million to $1.6 million, which in real dollar value represents 


aeteduction.of mores than. 5:0°per.cent.. .(Fig..1.& 2) 


In those same eight years, supplementary add-on programs have been 
funded from extra Ministry sources which have in dollars tripled the 
program support. Large blocks of these funds, however, were for capital 
projects (e.g. Drill Core Storage Facilities) and grant programs (e.g. 


Exploration Technology Development Fund). 

The add-on geoscience programs, principally community focussed 
programs, depend significantly upon the expertise developed under the 
base scientific and support services program for the responsiveness, 


effectiveness and efficiency of operation. 


To show the net costs of the O0.G.S., some form of credit should be 


given against the budget for the sale of maps, reports and other items. 
Current Status 
Shrinking operating funds have: 
(a) Reduced the number of geoscience data base projects. 
(b) Seriously reduced the ability to move operations to new initiatives. 


(c) Reduced the capacity to undertake scientific development projects 


which generate future quality and relevance of program. 


(d) Constrained operating costs significantly by fixed costs/maintenance 


costs, keeping geologists in the office rather than in the field. 
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APPENDIX 


THE SUMMARY AND RECOMMENDATIONS OF VOLUME ONE 


Mandate of the Committee 


The Government of Ontario established this Committee because it 
recognizes that the junior resource industry has been a major factor in 
the development of Ontario's mineral wealth and should play an even 
greater role than in the past. The Committee's task has been to balance 
the need for easy access to resource capital with the need for investor 


protection. 


The policies of the Ontario Securities Commission, the Toronto 
Stock Exchange, the Vancouver Stock Exchange and the Superintendent of 
Brokers of British Columbia, and all regulatory schemes provided the 
basis of comparative information and new ideas. It became apparent that 
there were many areas in need of policy guidelines where none previously 
existed. The Committee concluded its goal should be to formulate a 
policy tailored specifically for Ontario's needs. This policy would 
operate within the closed system under the Ontario Securities Act, and 
and it would remain consistent with the concepts established in the 


founders' stock policy of the Toronto Stock Exchange. 


New Policy Proposals 


The new draft policy contains provisions covering most matters in 
which junior resource companies are involved in order that persons 
wishing to do business in Ontario will know in advance precisely the 
rules under which they are to be guided. It is believed that the major- 


ity of junior resource issuers can be organized effectively and can 


(i) 


operate under the policy guidelines with infrequent need to seek special 


applications for the Director's discretion. 


The new policy encourages arm’s-length transactions by requiring 
non arm's-length property agreements to be carried out at cost. This 


removal of conflicts of interest protects both the public and the issuer. 


The policy also offers prospectors, founders, vendors, promoters 
and dealers incentives to operate in Ontario which were not previously 
available, and encourages new and more efficient methods of raising 
capital. While accomplishing this, it does not disrupt the existing 
mechanisms for financing junior resource issuers in Ontario; it only adds 


more stringent guidelines. 


Summary of Proposed Securities Policy For Resource Issuers 


The proposed securities policy found in Volume One, Section VI of 
the Committee's report is divided into 20 parts which represent the major 
issues in financing junior resource companies. The following is a 


summary of these parts. 


Part I -— Statement of Principle 


Part I sets out the mandate of the Committee. The new policy 
applies to all resource issuers which are reporting issuers in Ontario, 
unless the issuer's securities are listed and posted for trading on the 
Toronto Stock Exchange. Non-reporting issuers should also be guided by 
the policy statement if status as a reporting issuer in Ontario is 


expected to be sought at a future time. 


(ii) 


Part II — The Founder Stock Model 


The basic founder stock model is derived from concepts contained in 
the Founder Stock Policy of The Exchange. The shares which founders hold 
are divided into value shares and base shares. Base shares represent 
dilution since they are issued free of cost, while the value shares are 
priced at the amount received by the treasury of the issuer in the 
initial prospectus distribution. The maximum dilution permitted is 50%, 
except that it may increase to 60% where the number of base shares does 


not exceed 750,000. 


Part III -— Escrow Requirements 


The base shares of founders who are promoters of the issuer, 
officers and directors of the issuer owning more than 5% of any class of 
share of the issuer prior to the initial prospectus distribution, and 
other persons or companies owning more than 10% of the shares of any 
class of the issuer prior to the initial prospectus distribution are 


subject to escrow. 


Releases from escrow are in part automatic and in part earned. 
Automatic releases are based on an escrow release table. If the dilution 
caused by base shares is less than 40%, it is possible to obtain a 100% 


release from escrow of base shares by the passage of time. 


There is no minimum founder contribution level required. In all 
Cases. meLO/AsnOte thew airs ti7 50,000" basem sharesjawilleebemmeleaseds onthe 
acceptance date of the first prospectus distribution. For the first 
750,000 base shares, earned releases occur on the basis of expenditures 
made on the issuer's properties. However, the combination of earned and 
automatic releases may not result in a complete release from escrow of 
all base shares earlier than the third anniversary of the acceptance date 


for the initial prospectus distribution. 


Crciee } 


To the extent that founders obtain more than 750,000 base shares, 
the release from escrow of excess shares are subject to a cumulative cash 
flow per share test in part when a production decision has been made, 


with the balance on attainment of commercial production. 


Founders’ shares not released from escrow within 10 years of the 
acceptance date for the initial prospectus distribution must be donated 
to the issuer for cancellation. Founders may apply to the Director for 


an extension of up to five additional years. 


Part IV - Further Conditions on Base Shares or Exempt Issuers 


The policy contains a mechanism whereby the Director may impose an 
escrow on certain base shares which might not otherwise be escrowed as a 


condition for the acceptance of a prospectus of the issuer. 


Part V -— Transfers Within Escrow 


Base shares in escrow may not be transferred without the consent of 
the Commission. Guidelines for obtaining such consent are set out in 


this part. 


Part VI —- Vendor Consideration for Resource Properties 


Vendors who have transferred resource properties to issuers prior 
to the initial prospectus distribution will be treated as founders and 
governed by the rules contained in Parts II and III. A distinction is 
made between an acquisition which is carried out on an arm's-length basis 
and a non arm's-length basis, and between resource properties which have 


a determinate and indeterminate value. 


For non arm's-length acquisitions of properties of indeterminate 


value, vendors may only receive their actual out-of-pocket costs, 


(iv) 


however, they may elect to receive these costs in shares issued at a dis- 
count from the market price, or at the net price to the treasury of the 
issuer where the property acquisition is made in conjunction with a 


further financing. 


In arm's-length transactions, the number of allowable vendor shares 
for properties of indeterminate value is dependent upon the price level 
at which the shares are traded. There are rules which establish the 
basis upon which vendor shares are to be issued. Where half of the 
maximum vendor shares which are permitted under the policy are provided 
for in the vendor agreement, the issuance of vendor shares is dependent 
only on the passage of time. Where a greater vendor consideration is 
provided for, the issuance of vendor shares is tied to property 


expenditures. 


For properties of determinate value an application to the Director 
is necessary to determine such value. The number of shares if any to be 
placed in escrow must be agreed upon, as well as the terms of the escrow 
release which will then be included in and form part of the escrow 
agreement. The Director may require that non arm's-length transactions 


be placed before disinterested shareholders for approval. 


Vendors in both arm's-length and non arm's-length transactions may 
receive interests in properties. If the interest received is solely a 
net smelter return, then 3% is the maximum total burden permitted and if 


it is solely a net profit interest, 15% is the maximum total burden. 


In an arm's-length transaction, the maximum permitted vendor 
consideration may be issued for less than a 100% interest in a property, 
however, the Director may in such circumstances exercise his discretion 


and require a reduced vendor consideration to be issued. 


(v) 


Part VII - Dormant Issuers 


To encourage the reactivation of dormant issuers this policy sets 


out the tests under which additional base shares may be issued. 


The maximum number of additional base shares may not exceed 750,000 
shares where there is no consolidation. There is a maximum for both 
automatic releases and earned releases which is based on an expenditures 
test. The number of base shares is also limited so that the total 
shareholdings of the principals after the consolidation and the reorgan- 


ization, must not exceed 50% of the total issued shares of the issuer. 
Part VIII - Dealer Compensation 


Three types of offerings are described: an underwritten offering, 
a best efforts offering and a guaranteed offering with the minimum 
underwriting being increased to $100,000. The maximum dealer commission 
or mark-up permitted is set at 100% for distributions which provide the 
issuer with net proceeds of 65¢ decreasing to 30% where the net proceeds 
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As further incentive, dealers may receive a bonus of 15 shares for 
every 100 shares purchased from the treasury on an underwritten basis, or 


10 shares for every 100 shares in the case of a best efforts financing. 


A green shoe option, a dealer compensation option, and a promoter 
option are permitted which are essentially the same as those permitted in 
financings under Exchange policies. The terms of the dealer and promoter 


compensation option are extended from 2 to 3 years. 


If the dealer decides not to proceed with a proposed offering, the 
dealer is required to send a letter to the Commission and the issuer 
providing the details of the circumstances which led to the decision on 
the part of the dealer not to proceed. Such letter will be placed in the 


issuer's public file. 
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Part IX - Mergers and Consolidations 


The principles which apply to calculate earned releases based upon 


property expenditures for both mergers and consolidations are set out. 


Part X -— Private Placements 


Private placements may be made either pursuant to private agree- 
ments, or pursuant to subscription agreements forming part of an offering 
memorandum. They may be made at a discount from the base price, which is 
the weighted average price of the issuer's shares for the five trading 


days preceding the agreement day. 


Every private placement agreement must contain a representation and 
warranty that the securities are not being purchased as a result of any 
material fact or information about the issuer that has not been publicly 
disclosed. Placements by private agreement must close within 45 days, 
and if made pursuant to an offering memorandum within 75 days of the 
agreement day. There are provisions setting out the circumstances under 
which the shareholders of the issuer are required to approve a private 


placement. 


Warrants to purchase securities of an issuer may be issued as part 
of a private placement provided that the warrants are not issued at a 
discount, they do not extend beyond five years and they do not entitle 
the holder to purchase a greater number of securities than the number 
originally sold. The longer the term of the warrant the higher must be 


its exercise price. 


Provisions have been designed to prevent the termination of private 


placement agreements so as to obtain more favourable pricing. 
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Part XI - Bonuses for Loans and Guarantees -— Finder's Fees 


The issuance of shares or non-transferrable share purchase warrants 
in consideration of loans or loan guarantees, made by both arm's-length 


and non arm's-length lenders is permissable, provided: 


a) the loan and/or guarantee must be necessary and would not have 
been granted without a bonus to the lender or the guarantor as the case 


may be; 


b) lenders or guarantors may receive a bonus of shares having an 
average current market value not exceeding 5% of the amount of the funds 


loaned or guaranteed; and 


c) . the amount of bonus that may be paid if warrants are issued may 
not entitle the holder to purchase more than double the number of shares 


permitted in (b) above. 


In circumstances where the ability of the issuer to repay a loan is 
not evident, or when the guarantee represents the sole collateral for a 
loan, the bonus, if paid in shares, may be increased to 20% or, if paid 
in warrants, may be similarly increased. The approvai of shareholders 
must be obtained for any bonus given to a non arm's-length lender or 
guarantor that exceeds 50% of the maximum bonus permitted to be paid by 


an issuer. 


Finder's fees and commissions may be paid to persons or companies 
if the issuer receives a measurable benefit through the efforts of such 
persons or companies. Payment of finder's fees or commissions to the 


insiders of an issuer is prohibited. 


Part XII -— Shares for Debt 


The issuance of shares for the settlement of trade or other ac- 
counts which are otherwise normally paid in cash is permitted. The price 
per share at which debt can be converted into equity may not be less than 
the average price for the issuer's shares over the 30 day period preced- 


ing the settlement but in any event, at least 15¢ per share. 


Shareholders! approval to debt conversion into equity will be 
required where more than 50% of the debt proposed to be converted is owed 
to creditors who are not dealing at arm's-length, or where the issuance 
of shares for debt in any 12 month period would exceed 5% of the issued 


capital of the issuer at the beginning of the period. 


Part XIII - Reporting Issuers which Purchase other Securities 


This part applies to purchases of securities which are made by 
reporting issuers in the normal market place where shares of the target 


issuer are traded. 


This part does not apply to private agreements, purchases which are 
not solely for cash, or takeover bids made in compliance with the Act and 
the regulations. The use of surplus funds for activities related to the 


purchase of securities of other issuers is strictly limited. 


If an issuer has been a reporting issuer for more than one year, it 
may apply surplus funds of up to $150,000 for the purchase of securities 
of other issuers, provided the two issuers do not have a common insider. 
If there is a common insider, additional restrictions apply, namely: the 
purchase must be for investment purposes only, and the resale of such 
securities may not occur within 12 months without the prior approval of 


the Director. 
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Part XIV - Share Consolidations 


In the past, some share consolidations have been so severe as to 
essentially deprive the existing shareholders from any future voice in 


the issuer's affairs. 


Prior approval of the Director will be required for any share 
consolidation which reduces the number of issued shares of a reporting 
issuer to less than 750,000, or for any share consolidation if the effect 
of such consolidation either along with or in combination with any prior ~- 
consolidation within the preceding 12 months, would have the combined 
effect of consolidating the issued capital of a reporting issuer on a 


basis greater than one for ten. 


Part XV - Acquisitions of Assets from Insiders 


Where an issuer proposes to acquire an interest in a non-resource 
property or other asset directly or indirectly from an insider, the 


following provisions apply: 


a) if the insider's interest has been beneficially owned for a 
period exceeding one year, the acquisition may be made at its fair market 


value even if that exceeds the insider's cost; 


b) if the insider's interest has not been beneficially owned for 
the period exceeding one year, then the consideration that may be paid by 
the issuer is limited to the insider's out-of-pocket expense relating to 


the acquisition of the interest. 
Shareholders must approve an acquisition under either (a) or (b) 


above. Under restricted circumstances, application may be made to the 


Director to permit the payment of a greater consideration. 
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Part XVI - Management Remuneration 


The maximum monthly cash fee that may be paid in the aggregate to 
the management of issuers which have no cash flow or immediate source of 


funds, other than by public subscription, is limited to $3,000. 


Issuers may remunerate directors and officers by granting stock 


options or creating stock option plans. The basic features are: 


a) the options are non-transferrable; 
b) the options are exercisable within a period of five years; 
c) the aggregate number of securities reserved for issue shall not 


in the aggregate exceed 10% of the issuer's securities outstanding from 


time to time; 


d) the exercise price is limited to a specified discount from the 


market price; 


e) options to any one individual may not exceed 50% of the maximum 


number of options permitted; and 


if) the grant thereof must be made in compliance with a previous 
blanket ruling of the Commission dealing with trades by issuers in 


options to senior officers and directors. 
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Part XVII -— Financial Assistance from Officers and Directors 


The directors and officers of an issuer and their associates may 
purchase securities of an issuer without shareholder approval, and 
without the necessity to make an application to the Commission for a 


ruling under Section 73 provided: 


a) the aggregate acquisition cost of securities purchased pursuant 
to this Part during any 12 month period by all of the persons mentioned 


above does not exceed $50,000; 


b) the price is not less than the base price less the discount 


allowed in the case of a private placement. 


Part XVIII - Adjacent Resource Properties and Retained Interests 


This part deals with non arm's-length transactions between issuers 
and vendors of resource properties where the vendor wishes to retain an 
interest in the property in excess of permitted royalties or net profit 
interests, or where the vendor retains an interest in adjacent or contig- 
uous properties. It does not apply to non arm's-length agreements 


between reporting issuers. 


A non arm's-length vendor may retain an interest in a resource 
property in excess of permitted royalties or net profit interests pro- 


vided it is a full participating interest. 


A non arm's-length vendor may retain an interest in an adjacent or 
contiguous resource property if: the vendor retains no interest in the 
property transferred to the issuer in excess of permitted royalties or 
net profit interests; the property transferred comprises not less than 
approximately four square miles (64 claims in Ontario); the issuer was 


offered and declined the opportunity to acquire the contiguous or 
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adjacent property; and the vendor did not take part in the decision of 


the issuer not to acquire the adjacent or contiguous property. 


Properties or interests -- acquired by a vendor within six months 
after completing a non arm's-length agreement with an issuer -- which are 
owned at the time the agreement with the issuer was made and are regarded 


as adjacent properties, must be offered to the issuer. 
Part XIX - Miscellaneous 

This Part is intended to deal with all miscellaneous matters which 
can be expressed in brief statements of policy. There are 14 such 
matters. 
Part XX - Powers of the Commission 

This Part restates the existence of the Director's over-all discre- 


tion and that the new policy will be reviewed from time-to-time to 


monitor the effectiveness of its operation. 
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Recommendations 


The recommendations of the Committee are that: 


a) the Securities Policy for Resource Issuers prepared by the 


Committee be adopted by the Commission in its present form; 


ip) the Technical Review Committee referred to in section 1.6 of 
Part XIX of the proposed Securities Policy be established forthwith; 
c) the Standing Liaison Committee referred to in Section 1.3 of 


Part XX of the proposed Securities Policy be established forthwith; 


d) the Securities Policy be administered and interpreted so as to 


encourage promoters and vendors to do business in Ontario; 


e) if the Securities Policy for Resource Issuers recommended by 
the Committee is to be truly effective it is essential that an efficient 
and inexpensive market place exists in Ontario where the securities or 
resource issuers can be traded. To effect such purpose, an industrvy/ 
government task force should be immediately established to up-grade the 
Canadian Over-The-Counter Automated Trading System (COATS) to a true 
trading system rather than its present status as a simple quotation and 


reporting system. 


£9) the exemption by the Toronto Stock Exchange of issuers applying 
to list on the Exchange from certain parts of the Exchange's Founder 
Stock Policy Statement, on the basis of time elapsed from the initial 
prospectus distribution, require only a 12 month waiting period where the 
issuer has complied with the Founder Stock Model of the Securities 


Policy. 
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